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let us send you 
this free brochure 


It shows why you can’t afford to compromise 
with quality in the translucent tax forms 
you copy on Bruning 

or Ozalid machine ! 


Translucent Tax Forms, Schedules and Columnar Sheets 


You, too can benefit by the paradox that makes Cypress Perma-Lucent ta 
forms do your accounting job better than any other translucent papers.Perm 
Lucent is OPAQUE to your eyes, easier to work on, yet it is ultra TRANSLU 
CENT to the ultra-violet light in your copying machine for faster, betta 
copying. Eliminates eye strain, won’t tear, erases completely, has many md 
advantages! Federal and many state tax forms available. : 


For your copy of ~ 

brochure, attach Cc uU i RESS°* 

fo your firm’s NATION'S LARGEST PRINTERS OF 
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hich of your client’s customers is a lemon? 


's impossible for a credit loss to sour the 

ancial picture of the company who uses a 
einhard’s factoring service. We are “‘old line” 

ictors, That means we buy receivables for cash 





ithout recourse for credit failure, take full i 
esponsibility for collecting. In addition, Mein- & company inc. 
390 4th Ave., N.Y. 16- OR 9-3380 


ard will over-advance an account to carry pre- 


eason inventories. Many of your clients might unde 
meinhard WESTERN INC. “Sau 


ind this service exactly what they need to add 
nancial safety and flexibility to their operation. 
We'll gladly give you more facts. 
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400 South Beverly Drive, Beverly Hills, California 














the busier you are... 
the more you'll like 


LAWRENCE! 





... because saving your time 
is such an important 
ingredient of our service 





Most employment agencies do a lot of talking about 
their screening procedures. We don’t. Our careful 
screening plan speaks for itself... in results. 


Results for our clients because it saves them 
valuable time and produces the kind of 
high-type, competent personnel they want. 


Results for us because it is continually 
winning new clients and keeping old ones 
coming back year after year after year. 


May we have the opportunity to prove 
how smoothly it can work for you? 


And, of course, we are 
ACCOUNTANT-STAFFED 
—another advantage 

for you and your clients. 





120 W. 42nd Street, New York, N. Y. 


FOR OVER 15 YEARS, SERVING THE ACCOUNTANT 
AND HIS CLIENTS IN THE PLACEMENT OF PERSONNEL IN 
THE ACCOUNTING, BOOKKEEPING AND OFFICE PERSONNEL FIELDS 


Call Mr. Daniel Roberts at 
BRyant 9-3040 
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Accounting News And Trends 


A PROJECT TO IMPROVE 
SUBSTANDARD AUDITING 


An interesting project designed to 
improve substandard auditing and re- 
porting is described in THE MICHI- 
GAN CERTIFIED PUBLIC ACCOUNTANT 
(July-August, 1959). The Michigan 
Association’s Committee on Account- 
ing and Auditing Procedures estab- 
lished subcommittees which arranged 
with the Michigan Department of 
Public Instruction and the Michigan 
Municipal League to make available a 
number of audit reports for examina- 
tion. In approaching these reports the 
committee decided to devote its atten- 
tion to the following categories of sub- 
standard work: 

1. Omission of statement of scope, 
including failure to indicate whether 
examination was made in accordance 
with generally accepted auditing stand- 
ards. 

2. Omission of statement of opinion 
as to whether statements present fairly 
what they purport to present and, if 
accounting principles are involved, 
whether they conform with generally 
accepted accounting principles applied 
on a basis consistent with that of the 
preceding year. 

3. Omission of disclosures indi- 
cated in the “Program for Audit of 
Financial Records of Michigan School 
Districts” published in 1954 by the 
State Superintendent of Public Instruc- 
tion in cooperation with the Associa- 
tion. Such disclosures include details 





ACCOUNTING NEWS AND TRENDS is 
conducted by CHARLES L. SAVAGE, 
CPA. He is presently serving as a member 
of our Society's Committee on Legislation. 
Dr. Savage is professor of accounting and 
chairman of the Business Administration 
Division of St. Francis College. 


concerning current tax status, invest- 
ments, and bonds and notes payable, 

4. Ambiguous or confusing treat- 
ment of the above items or other mate- 
rial matters in the accountant’s report 
or financial statements. 


BANKERS’ ATTITUDES TOWARDS 
THE CPA 


Personal interviews in depth of the 
chief commercial loan executives of 
100 banks supplied the material for 
‘Bankers’ Attitudes Towards _ the 
CPA,” Bulletin 9 of Economics Of 
Accounting Practice published by the 
AICPA ($15.00 for the series; single 
copies $3.50). The banks were care- 
fully selected to provide a cross sec- 
tion of opinion from institutions of 
different sizes operating in communi- 
ties of varying population throughout 
the country. The bankers’ verdict on 
CPAs was “generally favorable,” but 
there were enough critical observations 
to justify the concern of the profes- 
sion. These were: 

1. The CPA has a too narrow 
view of his own function. 

2. He forgets the needs of a bank 
for credit information and _ fails to 
supply sufficient detail, particularly in 
terms of comparative data for prior 
years. 

3. He is often too preoccupied to 
offer a creative service to his clients. 

4. He is not insistent enough in 
convincing his clients of the value of 
a “complete” audit which would justify 
an unqualified opinion. 

5. He is sometimes inclined to sac- 
rifice his objectivity to the wishes of 
his clients. 

If any CPA believes—as he has 
every right to do—that these charges 
are too severe, then he has an obliga- 
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CARL E. ZERNER, owner of 
Merchants Accounting & 


Tax Service, Toledo, Ohio. 











MERCHANTS ACCOUNTING & TAX 
SERVICE of Toledo, Ohio. one of the 
state’s largest accounting services. 





THE NATIONAL ACCOUNTING SYSTEM offers considerable sav- 





ings in servicing the accounts of over 1200 Ohio businessmen. 


“Our Palonal System 


saves us‘6,000 a year... 


pays for itself every 11 months.” 


—Merchants Accounting & Tax Service, Toledo, Ohio 


“Our three National Accounting Machines enable us to give fast, efficient 
service to over 1200 leading businessmen in Ohio,'’ writes C. E. Zerner, 
owner of Merchants Accounting & Tax Service. ‘‘Since installing our first 
National Accounting Machine —Class 31—in 1951, and the addition of 
two National machines in 1953 and 1958 respectively, we have almost 
doubled our volume output during the rush periods. 

“Thanks to the wide variety of information that is quickly made available 
by our National System, we enjoy substantial savings on our bookkeeping 
costs. Also our billing procedures are com- 
pleted with a speed and accuracy not possible 
with other methods. And, of course, this saves a 74 
us time and money. GF i CA }_ 
_ "We heartily recommend the use of Na- ut s . 
tionals by any Accounting Service Organiza- sap ~- 
tion. Our records show that our National 
System saves us $6,500 a year and pays for 
itself every 11 months." 


THE NATIONAL CASH REGISTER COMPANY, dayton 9, Ohio 
1039 OFFICES IN 121 COUNTRIES 
75 YEARS OF HELPING BUSINESS SAVE MONEY 


owner of 
Merchants Accounting 
& Tax Service 


THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT 


Your business, too, can benefit from 
the time- and money-saving features 
of a National System. Nationals pay 
for themselves quickly through sav- 
ings, then continue to return a regular 
yearly profit. Nation- we 
al's world-wide service 
organization will pro- 
tect this profit. 





STRADE MARK REG. 4. 8. PAT. OFF. 






 accounrine macnines 
"ADDING MACHINES + CASH REGISTERS 
“wer paper (No Carson Rrauinto) 
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Our 19th Year 


Serving all industries 


‘ Schnuer, 
‘BBA-MBA 
“I can help you secure 
Dependable 
hard-to-get male and 
female personnel” 


Our highly skilled staff 

of personnel specialists 

can solve your needs as 
well as your clients’. 


* Public 
Juniors, Semi-seniors, Seniors 


* Internal 
Treasurers, Comptrollers, Tax, 
Budget, Cost, Chief, Systems. 
Auditors 


° Bookkeepers—Office Managers 
Full Charge and Assistants 


For prompt, efficient 
service, call 


BRyant 9-7664 


EMPLOYMENT AGENCY 


100 West 42nd St. 
New York 36 











tion to enlighten the banking members 
of his community. Some things that 
might be considered by accountants jn 
an effort to improve their personal 
relations with local bankers include: 

1. Club, church and civic activi- 
ties provide an opportunity to get 
together with the banker outside the 
normal working situation. 

2. Some firms make a point of 
telephoning the banker, with the per- 
mission of the client, to offer further 
assistance if any explanations are 
desired. 

3. Occasional visits by the CPA 


| with the local banker to discuss how 
| well his reports have met the bank’s 
| needs and to explore other common 
| problems are favored by many bankers. 


Other actions which the CPA should 
consider are: 

1. The maintenance of high stand- 
ards of performance, including the 
proper supervision of the staff to insure 
that the firm will be proud to have its 
name associated with all of its work. 


| Bankers feel that good long-form re- 
| ports are an important manifestation 
| of the quality of the work. Therefore, 
| these reports should be well written 
| and consideration given to including 
| a statement of source and application 


of funds and other special schedules 
when the reports are to be used for 
credit purposes. 

2. By familiarizing himself with 
bank operations and requirements, as 








ACCOUNTANTS 


We have prepared a small bro- 
chure entitled, “The 3 Principal 
Reasons for an Appraisal Re- 
port Today.” 
A free copy will be mailed 
at your request. 
APPRAISAL AFFILIATES, INC. 
335 Broadway, New York, N. Y. 
BA 7-3571 





@ THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT NOVEMBER 1959 





embers 
oS that 
ants in 
rsonal 
clude: 
activi- 
tO get 
de the 


int of 
€ per- 
urther 
S are 


CPA 
s how 
bank’s 
mmon 
nkers, 
hould 


stand- 
x the 
insure 
ve its 
work, 
nN re- 
ation 
fore, 
ritten 
uding 
ation 
dules 
1 for 


with 
S, as 


: 


O- 
al 
@- 








well as general business conditions 
and economics, the CPA is in a better 
position to represent the “profession 
of business” to both banker and client. 

Continuation of the group meetings 
between bankers and CPAs is, of 
course, necessary, but there is a limit 
to the value of group-exchanged ideas. 
They ought to be supplemented by 
exchanges between individuals — and 
CPAs would be well advised to make 
a greater effort to cultivate bankers. 


CONTROLLER COMMUNICATION 


In his excellent article on “Control- 
ler Communication With Top Man- 
agement” (THE CONTROLLER, April 
1959), Mr. Joseph Pelej (Partner in 
charge of Management Services, Price 
Waterhouse & Co.) makes several 
practical suggestions on how to make 
written reports more effective. His 
comments on the accounting officer 
and the use of the oral report are of 
especial interest. 

The author is firmly of the opinion 
that oral communication with top man- 
agement either through individual con- 
versations or conferences is equally 
important if not more important than 
the written report. he principal dif- 
ficulty is one of time but a require- 
ment for a successful controller is to 
keep himself completely free of all 
routine matters and detail so that he 
is at all times available for communi- 
cation. 

Modern business and industry have 
no use for the “bookkeeper” type of 
accounting executive who, as he moved 
up through the ranks, forgot to divest 
himself of a lot of routine duties. Con- 
sequently, when management does 
have a problem where the controller 
should be consulted, this type of ac- 
counting head should not be surprised 
to learn that the reason he was not 
invited to participate was because the 
president said to his associates, “Don’t 
bother him; he’s too busy.” 











Accountants! 


Tax Returns, 
Reports and 
Work Sheets 


Reproduced on 
*“BRUNINGS” 


by experts 
on premises 





Also 
THERMO-FAX 
MULTILITH 
and 


MIMEOGRAPHING 


Accurate and Attractive 


TYPING 


Of Accountants’ Reports— 
Thoroughly Checked— 
Highly Skilled 


Personalized Service 


LILLIAN SAPADIN 


501 Fifth Avenue 
(corner 42nd St.) 


New York 17, N. Y. 

MUrray Hill 2-5346 

MUrray Hill 2-7364 
Since 1940 
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TODD 


Personnel Services 
iT . cer 





Our Accounting Placement 
is professionally oriented! 


We just wouldn’t be happy unless 
our screening was completely re- 
sponsible. Every candidate in our 
abundant files is efficiently and 
pleasantly interviewed on specific 
experience, employment goals, po- 
tential strengths, integrity and per- 
sonality. Incidentally, very special 
attention is given to the: 


Executive 
Level 


It is here that you will really ex- 
perience our unique concept of 
evaluation. 


Recommended by: 

d-CON CORPORATION 

GEIGY CHEMICAL CORP. 

GENERAL MILLS, INC. 

UNITED PARCEL SERVICE 

UNITED STATES PLYWOOD 
CORP. 


(Due to the American Institute Of 
Accountants’ Code, our Public Ac- 
counting endorsement remains silent.) 





Very truly yours, 


— os, 


Member 


American Management Association 
and 
National Association of Accountants 


50 CHURCH ST., NEW YORK 
WOrth 4-8410 














Success in oral communication de. 
pends pretty much on how well these 
few principles are observed: 

1. Clarify your ideas; make sure 
of what you want to say. 

2. Believe in what you say. 

3. Make sure of your purpose; de- 
cide what you want to accomplish and 
make sure that your presentation is 
logical and practical. 

4. Listen and actually hear; ask 
the other man’s views; and listen to 
them. 

5. Be direct and come to the point 
quickly and simply. 

These are simple, self-evident rules 
but it is amazing how frequently they 
are entirely disregarded. 


ACCOUNTING TRENDS 
AND TECHNIQUES 


The AICPA’s ACCOUNTING TRENDS 
AND TECHNIQUES—TWELFTH EDITION 
—1958 again offers a survey of the 
accounting aspects of 600 industrial 
and commercial corporations’ reports 
and, in addition, includes comments 
on unusual accounting treatments 
found in 500 other reports for fiscal 
years ending within the calendar year 
1957. (259 pages; $15 a copy.) With 
its wealth of illustrative material and 
its pithy summary of recommended 
practice with respect to each topic, 
this is an invaluable reference book 
for anyone concerned with financial 
report preparation. Among the mass 
of items presented, one might note: 

1. The term “Earned Surplus” is 
being much less frequently employed. 
In 1948 it was used in some 82 per- 
cent of the reports and in 1957 about 
37 percent. 

2. The trend in the use of the 
term “income” as the key word in the 
title of the income statement con- 
tinued in 1957 (368 of the 600 com- 
panies used it). However, the term 
“earnings” also continues to be fa- 
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yored, being used by 144 companies. 
The term “profit and loss” was used 
by only 39 companies as compared 
with 236 in 1946. 


3. Although the multiple-step (con- 
ventual grouping of items with inter- 
mediate balances) form of income 
statement still predominates, the sur- 
vey shows a continuing trend over the 
past twelve years toward the adoption 
of the single-step (income grouping 
over a single total and an expense 
grouping over a second total) form. 

4. This survey shows a definite 
trend away from the term “reserve 
for depreciation.” In this connection 
275 used it in 1950 as compared with 
146 in 1957. The term “accumulated 
depreciation” has gained wide accept- 
ance, increasing in usage from 98 com- 
panies in 1950 to 227 companies in 
1957. 


COMPLYING WITH LAWS RELATING 
10 EMPLOYEE BENEFIT PLANS 

New federal and state welfare and 
pension plan disclosure legislation is 
affecting every company with an em- 
ployee benefits program. A survey of 
this significant legislation is offered in 
“Complying With Employee Benefit 
Plan Disclosure Laws” published as 
Management Report 33 by the Ameri- 
can Management Association (price: 
$5.25; AMA members, $3.50). 

This 144-page booklet with a sup- 
plement of 54 specimen sheets pres- 
ents detailed, step-by-step guides to 
complying with the Federal Welfare 
and Pension Disclosure Act as set 
forth by representatives of the Depart- 
ment of Labor, legal counsel, members 
of the insurance and banking indus- 
tries, and other specialists. The sepa- 
rate supplement contains specimens of 
Department of Labor forms as they 
might be completed for various kinds 
. employee welfare and pension 
plans, 





Does your client need 
*Financing? 


Lowest Rates on accounts 
receivable. Non-Notification. 


For 33 years we have spe- 
cialized in liberal loans on ac- 
counts receivable. Simplest 
handling plans. Loans on 
machinery, too. 


Fact 


Phone or write Mr. Dworsky 
FIDELITY FACTORS 
1440 Broapway, N. Y. 

LOngacre 5-3908 




















BLADES & MACAULAY 
INSURANCE ADVISERS 


@ 


Complete Surveys of 
Corporate Insurance Affairs 
No Insurance Sold 


744 BROAD ST. NEWARK 2,N. J. 


Established 1926 
Market 3-7801 




















Save on 
BURROUGHS 
SENSIMATICS 


Rebuilt by factory trained experts 
to A-1 Condition. A one year guar- 
antee. A tremendous saving on the 
cost of a new machine. 


Reliable Service 


AYWON Business MACHINES, INC. 
LO 3-0277 and MA 2-2650 (in N. J.) 
1220 Broadway, New York 1, N. Y. 
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Letters to the Editor 


ORDERING INCOME TAX FORMS 
A LETTER FROM THE REGIONAL 
COMMISSIONER 


Once again we look to THE NEW 
YorK CERTIFIED PUBLIC ACCOUNTANT 
for assistance in publicizing the income 
tax forms distribution program of the 
New York City Region, Internal Rev- 
enue Service. 

Thanks to the cooperation of the 
Society, we mailed a letter and order 
blank for income tax forms (Form 
2333) to your membership in the 
early part of October. Those with 
offices located in the area covered by 
Albany, Buffalo and Syracuse were re- 
quested to return the completed order 
to the appropriate district office. Ac- 
countants with offices in the area cov- 
ered by the Brooklyn, Lower Manhat- 
tan and Upper Manhattan District 
Offices were asked to return their 
orders to 90 Church Street, New York 
7, N. Y. These orders will be pro- 
cessed from a central distribution point, 
located at 641 Washington Street, 
New York City, which has been set 
up to permit us to concentrate all 
available manpower on forms distribu- 
tion. Brooklyn, Lower Manhattan and 
Upper Manhattan District Offices will 
process small, over-the-counter re- 
quests. 

The accountants were advised that 
we would begin making bulk shipments 
about December 7, 1959, and were re- 
quested to refrain from submitting 
duplicate orders and from making in- 
quiries regarding their order before 
December 23 since such action only 
tends to delay all shipments. 

There has been no change in the 
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Service policy statement, “Individuals 
or firms using income tax forms for 
private gain shall be given the option 
of picking up shipments weighing over 
4 pounds or having the shipments sent 
C.O.D.” We have asked your mem- 
bers to indicate their preference on 
Form 2333. 

We would appreciate your pub- 
lishing this letter in the “Letters to 
the Editor” department as a reminder 
to your membership to complete the 
order, indicate their preferred method 
of delivery and return it to the proper 
office. Your cooperation will be ap- 
preciated. 


C. Taba 

Regional Commissioner 
(Internal Revenue Service) 
New York, N. Y. 


PENSION PLANS AND PRESENTATION 
OF INVESTMENTS 


Mr. ‘John H. Williams’ series of 
articles entitled “Actuarial Principles 
and Pension Plans” which appeared in 
the July and August 1959 issues of 
The New York Certified Public Ac- 
countant was a thorough and compe- 
tent presentation which will be most 
helpful to those of us engaged in this 
type of accounting work. 

In the section of his article dealing 
with the valuation of assets, Mr. Wil- 
liams explains that since securities 
bought for pension plans are usually 
long-term investments, adjustments 
for market fluctuations have not been 
considered desirable. He also points 
out that when investments have en- 
hanced in value, employers are often 
anxious to benefit by this increase in 
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THE WINNING TAX COMBINATION 
; that saves money for your client and work for you 


: LAW OF FEDERAL 
INCOME TAXATION 


Rewritten by Tax Experts — Philip Zimet, Editor-in-Chief of Revision 

WHY TAKE COUNTLESS STEPS? sending Aah 

NOW completely . ++ in solving income tax problems by ordi- MERTENS 

revised in LOOSE nary methods ... WHEN YOU NEED TAKE @ BRAND NEW 

LEAF COMPRES- ONLY ONE? All you have to do is consult | Indexed and Cross Refer- 
MERTENS LAW OF FEDERAL INCOME enced 








SiON BINDER TAXATION ‘@ Kept continuously to date 
VOLUMES since The FIRST PLACE TO LOOK to get the fast- | © Constantly cited and quoted 
Passage of the est, most authoritative and down-to-earth by the Courts 

1954 Code. ANSWERS to your clients’ income tax prob- 


lems. 



























THE ENCYCLO 


FEDERAL PEDIA OF 


INCOME TAX Law 


LAW OF FEDERAL ESTATE 
AND GIFT TAXATION 


By John W. Beveridge 






FOR BETTER ANSWERS WITH LESS RESEARCH TIME 


HERE IS a down-to-earth analysis of the 
law of Federal Estate and Gift Taxation 


BASED on current law 


GIVES an insight into the direction in 
which the law is moving 


ENABLES you to set up your clients’ es- 
fates on firm bases that will save them 
money and meet the test of time 

Cross Referenced and Thoroughly In- 


dexed 7 SS SS Se SP ED GD GE OS Om On ae OD ae Sn SS Se Se oe ae oe Oe Oe ae on oe oe oe oe oe oe oe oe ae oe oe oe om ay 














1) 
Py 1 
‘ Callaghan & Company NYCPA t 
1 6141 North Cicero Avenue u 
| Chicago 46, Illinois Date - 
r] 
$ Please send me information on how easily | can own : 
; (CO MERTENS Law of Federal Income Taxation i 
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continue to be carried at cost, but the 
noting of market valuations on the 
supporting schedule serves to provide 
management with a signal whenever 
changes in portfolio may be in order. 


ROBERT KRANZLER, CPA 
(Homer & Kranzler) 
Hempstead, N. Y. 


PRESENTATION OF INVESTMENTS 
A REPLY BY THE AUTHOR 


Mr. Kranzler suggests that any 
financial statement prepared for an 
audit of a pension plan include a sup- 
porting schedule of investments show- 
ing the cost and market value of each 
individual security. This would be 
good practice, and the market values 
would be valuable information for 
those responsible for the administra- 
tion and/or investment of the funds 
of a pension plan or a welfare plan. 

In this connection, the funds for 
many pension plans are turned over 
to a trust company for investment. As 
a part of its services the trust com- 
pany prepares a comprehensive annual 
accounting which normally includes a 
listing of each investment held show- 
ing its cost (or amortized cost value) 
and its market value. Corporate trus- 
tees, of course, are subject to audits 
and examinations of various types. 
Therefore, it would seem that where 
such a listing is prepared by the crust 
company, the preparation of a sin.iiai 
statement by the outside auditor prov- 
ably would not be necessary. In 
other instances, such as where funds 
are invested by individual trustees, or 
Where banks act merely as custodians 
of securities, the inclusion of the sup- 
porting schedule of investments in an 
= report would certainly be desir- 
able. 


JOHN H. WILLIAMS, CPA 
New York, N. Y. 

















How much is it 
worth today? 
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Book Reviews 


C.P.A. PROBLEMS—A 
COMPLETE REVIEW COURSE 


Volume I—Problems 
Volume I{—Solutions 


By Arnold W. Johnson and Evroul 
S. Germain. ALLYN AND BACON, 
Boston, Mass., 1959. Pages: Vol. I, 
x + 301, $6.95; Vol. II, vi + 


359, $4.95. 


This new publication consists of two 
volumes, one book of problems and a 
companion book of solutions. The 
three objectives of the books are clearly 
stated by the authors: 

1. To help meet modern academic and 
professional demands for a CPA problems 
book, there being a conspicuous deficiency 
of available, modern problem materials for 
CPA review purposes. 

2. To present problems, accompanied by 
adequate solutions, which are representative 
not only of past CPA examination problems 
but also reasonably representative of the 
modern type of problems likely to appear 
on future CPA examinations. 

3. To build a problems book that could 
be used both in the classroom and also by 
qualified individuals engaged in private 
study. The solutions volume, especially, 
should appeal to CPA examination aspir- 
ants not currently enrolled in school. In 
a broader vein, the authors have hoped that 
the problems will fulfill the study needs of 
all CPA aspirants, whoever and wherever 
they may be. 


For the achievement of these ob- 
jectives, 144 well selected problems 
were used in the book. While the ma- 
jority of the problems were taken from 
past CPA examinations, there are, 
nevertheless, a considerable number of 
problems original with the authors. 
The authors have correlated the pres- 
entation of all problems with the type 
of problems appearing most frequently 
in CPA examinations. The areas of 
consolidation, municipal and cost ac- 


counting are particularly well covered 
since 41 problems relate to these areas, 
The remaining 103 problems cover 13 
specific areas and there is a miscel- 
laneous classification for those prob- 
lems that are difficult to classify or that 
cover more than one area. 

The 17 groups of 144 problems are 
classified by alphabetical groupings for 
easy reference. Thus, the reader can 
arrange his own study program to meet 
personal needs. The student (for in- 
dividual home study) or the teacher 
in the classroom can concentrate on 
the problem areas deemed most de- 
serving of attention. 

These volumes are designed for 
review, and each individual will have 
his own areas of strength and weak- 
ness which can be tested. If he finds 
that he is short on theory or slow in 
the application of theory to a given 
situation, he will have ample problems 
for further work. 

Problems in the field of income taxa- 
tion have been kept to a minimum. 
This is understandable because the 
area of federal income taxation is 
changing constantly and, unless the 
solutions were kept up to date, they 
would not be useful. The only income 
tax problems appearing in the book 
are those where the tax points involved 
are fairly well defined and can be ex- 
pected to remain so for the foreseeable 
future. 

The books are well organized for 
purposes of preparation for the CPA 
examination inasmuch as each problem 
is described in detail and contains a 
time requirement for its solution. There 
is a wide selection of time requirements. 
The great majority of the problems aré 
in the solution range from 60 to 90 
minutes; there are, however, a few 
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problems of longer and shorter time 
requirements. From a review of the 
time requirements it appears that a 
successful attempt has been made to 
keep the materials realistic and con- 
sistent with the problems which have 
appeared in CPA examinations. 

The solutions volume is professional. 
There is an abundance of worksheets, 
supporting schedules, and accounting 
aids. Where appropriate, more than 
one solution has been presented or 
alternate approaches have been sug- 
gested. Terminology is current and 
modern; where applicable, references 
have been made to publications of the 
American Institute of Certified Public 
Accountants. 

These two volumes have accom- 
plished the objectives of the authors. 
The many distinctive features of the 
books should add greatly to an in- 
dividual’s enjoyment, understanding, 
and appreciation of being able to com- 


plete a problem successfully and of 
knowing that his work has been “wel 
done.” Instructors should find the two 
volumes easy to work with because of 
the variety and comprehensiveness of 
subject matter. They represent a note- 
worthy contribution in the field of CPA 
problems. 
H. C. Topt, CPA 
(Bristol Laboratories, Inc.) 
Syracuse, N. Y, 


WORMSER’S GUIDE TO ESTATE 
PLANNING 
By RENE A. WORMSER. PRENTICE- 
HALL, INc., New York, N. Y. 
1958. Pages: xi + 175; $4.95. 


This is truly a Guide. Avoiding 
elaborate and needless _ discussion, 
shunning review of the law and the 
innumerable cases, Wormser has con- 
densed into 175 pages the meat and 
substance of sound estate planning. 

Proper emphasis is placed on the 
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family needs, the economics of cash 
requirements, the preservation of the 
business whether small or large, the 
techniques of retaining voting control, 
the timing of giving and, most import- 
ant of all, that taxes are not the con- 
trolling consideration but should be 
weighed and tested against the social 
and economic results. In other words, 
there may be something worse than 
paying taxes—not paying them. 

Wormser properly analyzes the de- 
velopment of estates, through savings, 
insurance, taxable and tax-exempt in- 
vestments and the preservation of 
values under inflationary conditions. 

Many varied circumstances are con- 
sidered in discussing the family needs 
of children, the wants of wives both 
loyal and wicked. The sensible plan- 
ning for both business, family and 
charity is outlined during lifetime and 
later. 

The need for currently reviewing 
both wills and the estate plan is 
brought into focus with the analysis 
of a hypothetical estate. And the neces- 
sity for judicious choice of executors 
and trustees is also reviewed. 

Wormser discusses the role of the 
technicians whose help is so necessary. 
He starts with the accountant: 

Here is a valuable man. Pick a good 
one, one who is tax-conscious but no 
overly so, one who knows enough to 
temper his enthusiasm for tax saving. En- 
courage him to make suggestions. Use him 
not merely to collect and report figures but 
to keep an eye open for constructive 
proposals. 

He then follows with the insurance 
underwriter, the banker, investment 
advisor and concludes with the captain 
of the team—the lawyer. And to top 
it all, the volume concludes with a 
valuable three-page supplement of cau- 
tionary notes to be observed as a guard 
against inflationary conditions currently 
prevailing. 

All told, this latest of Wormser’s 
many books on estate planning is all 


the more valuable because it embodies 

in a comparatively short text the gist 

of his obviously sound experiences in 
estate planning. 

BENJAMIN GRUND, CPA 

(Seidman & Seidman) 

New York, N. Y. 


EXECUTIVE’S GUIDE TO ACCOUNTING 


By Harry S. Wittner. PRENTICE- 
HALL, INc., Englewood Cliffs, N. J., 
1958. Pages: 335; $7.50. 


In his preface, Mr. Wittner states 
“The goal of this book is to make the 
essentials of accounting understand- 
able and useful to those who are not 
accountants.” The author has sub- 
stantially accomplished this objective 
although the informed executive may 
believe that the earlier chapters reflect 
an oversimplification in approach. 

The later chapters, however, are ex- 
tremely interesting and of considerable 
value in understanding accounting on 
a somewhat more advanced level, from 
the executive viewpoint. 

Thus, in his chapter on the trial 
balance, Mr. Wittner explains the 
usefulness of the trial balance figures 
to the executive and the trends that 
may be disclosed by a rough analysis 
of the various accounts reported. The 
use of the operating statement as a 
guide for future action is well pre- 
sented and indicates the working in- 
formation that is available which can 
be analyzed by the use of percentages 
and variations from estimates. He also 
discusses the advisability of under- 
standing the breakeven point on gross 
profit as well as the relationship of 
inventory to gross profit. 

This book was written for use by 
executives who are seeking a working 
knowledge of accounting and its re- 
flection in financial statements. 

WILLIAM J. SEIF, CPA 
(The Crowell-Collier Publishing Co.) 
New York, N. Y. 
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One of the best ways in today’s inflationary market to 
build up your client’s business, can be accomplished by 
depositing the income in the Meadow Brook National Bank 
where it can be turned back to your client through a revolving 
credit plan. A steady flow of cash to the bank as well as from 
the bank for your client when he needs it helps him continue a 
steady, healthy growth which is always helpful to the econ- 
omy. Our flexible revolving credit plan is set up not to en- 
courage overtrading but to aid in building a stronger business. 


FOR FURTHER INFORMATION CALL MR. HENRY DENGEL 
IVanhoe 1-9000 — West Hempstead, New York 
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Public Relations 


These are days when we hear a great deal about 
public relations. Our clients continually talk about what 
is Or is not good public relations for their own particu- 
lar concerns. We ourselves discuss public relations with 
our partners and employees and, in our own Society, 
we recognize this as an increasingly important area 
needing day-to-day attention. Because this is so, it seems 
well that we share some thoughts about the matter. 

The term public relations unfortunately is often 
loosely used, and in the minds of many people it has, I 
suppose, unfortunate connotations. Frequently it is 
looked upon simply as an adroit means of making people 
like us and possibly of leading them to think we are 
better than we really are. 

We should recognize at the outset just what we 
mean by public relations. Basically, public relations is 
nothing but a matter of revealing ourselves to our best 
advantage in terms of our talents and interests and in 
accordance with high ethical standards and good taste. 
But there is one vital prerequisite: that we must first 
have something worth while to reveal—in character, 
ability and skill. Neither an individual nor a firm, nor 
for that matter a professional society such as ours, can 
have a good reputation without deserving it. 

For many years our Society has placed emphasis on 
its public relations program and has, in addition to a 
public relations committee, a full time Director of Pub- 
lic Relations. Broadly speaking, the Society’s program 
concerns itself with three areas, (1) maintaining good 
relations between the accounting profession and the pub- 
lic and among accountants themselves, (2) making con- 
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tinuous efforts to educate the public through all available media, 
and (3) urging members to increase their participation in com- 
munity affairs, thereby enhancing public recognition. 

While it is essential that the public relations committee and 
the Director provide leadership and guidance and initiate action 
in certain areas, the main burden of any public relations pro- 
gram necessarily falls on the individual members. In the final 
analysis, the public will draw its conclusions from the conduct 
and activities of each individual member. 

One of the generally recognized characteristics of any 
profession is that it possesses a sense of responsibility, on an 
ethical rather than on a commercial plane, towards all with 
whom it has contact. No individual or institution can survive 
for long if devoted to self-preservation alone. Success is the 
prize awarded in return for true services rendered. 

Service can take many forms. As one of its most valuable 
services, public relations provides information. It tells people 
how to do things they want to do and gives them facts they 
need. Professional accountants can perform useful services by 
writing articles telling businessmen how to deal with perplexing 
current situations or by making speeches which present solutions 
of troublesome community problems. It is important for our 
members in such articles and speeches to reach outside the 
accounting profession and make the acquaintance of business 
generally. 

In its larger aspects, however, this service must go far 
beyond the mere purveyance of professional services. It must 
reach out to touch matters of broad public interest. We must 
help shoulder the responsibility for human problems, whether 
on a community, civic or national level; for social problems 
relating to our schools, hospitals, churches and communities; for 
economic problems relating to inflation, transportation, state and 
municipal finance; and for problems in the business community 
relating to such matters as depreciation, taxes and financial re- 
porting and controls. Examples are inexhaustible. 

A profession will be measured in the eyes of the public by 
the sincerity and effort which it brings to the resolution of such 
matters. This does not mean that it must always come up with 
the solutions. It does, however, mean the assumption of respon- 
sibility for these problems and a serious attempt to resolve them. 


THOMAS G. HIGGINS, 
President 
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Standards of Education 
and Experience for CPAs 


By FRANK P. SMITH 


Three major documents serve as the basis for a comparative 
analysis by the author of the key proposals reflected therein, 
relating to the establishment of standards of education and 


experience for CPAs. 


Amongst the areas considered in this 


article are: the meaning of the CPA certificate; baccalaureate 
and postgraduate education; internship programs; the CPA ex- 
amination; and experience requirements. A point-by-point com- 
parison is made of the position of the AICPA with that reflected 


in the Commission’s Report. 


T were have been three significant 
and related events in the past three 
years which are of concern to account- 
ing practitioners and educators. The 
first event was the publication in 
August 1956 of the report of the Com- 
mission on Standards of Education and 
Experience for Certified Public Ac- 
countants.! The second was the report 
to Council of the American Institute 
of Certified Public Accountants, in 





FRANK P. SMITH is Director of Educa- 
tion and Personnel of Lybrand, Ross Bros. 
& Montgomery, certified public account- 
ants. Dr. Smith was formerly professor 
of accounting and dean of the Graduate 
School of the University of Rochester and 
professor of business administration and 
director of the Bureau of Business Research 
of the University of Michigan. He served 
as a member and as Study Director of the 
Commission on Standards of Education and 
Experience for CPAs. 


April 1959, prepared by a special com- 
mittee appointed to consider the Com- 
mission’s report. The third event was 
a series of resolutions adopted by the 
Council of the AICPA on April 22, 
1959.* 


BACKGROUND OF THE COMMISSION 


The Commission on Standards of 
Education and Experience for Certi- 
fied Public Accountants was organized 
in April 1952. This important step 
was the culmination of many years of 
effort by individuals and committees 
“’. . to bring about more uniform and 
more realistic standards for the quali- 
fication of CPAs.” 3 

An important factor to recognize in 
appraising the Commission’s recom- 
mendations is that it was organized as 
a separate and independent entity and 
was in no sense a part of any other 
existing accounting organization. This 


1 Published by the Bureau of Business Research, University of Michigan, Ann Arbor, 


1956. 


2For the sake of brevity, these organizations will be referred to as “Commission,” 


“Committee” and “Council.” 
3Commission Report, p. v. 


THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT 


NOVEMBER 1959 e@ 789 








position of independence resulted from 
the decision of a group representing the 
American Institute of Certified Public 
Accountants, the American Account- 
ing Association, the American Asso- 
ciation of Collegiate Schools of Busi- 
ness, the Association of CPA Exami- 
ners and the Board of Examiners of 
the American Institute of Certified 
Public Accountants, which met on 
April 18, 1952 and approved the or- 
ganization and general plan for the 
Commission. Every effort was made 
in the formation of the Commission, 
in selecting members, and in the con- 
duct of its investigation to preserve an 
objective and unbiased point of view. 

The Commission’s recommendations 
were divided into “long-range” and 
“transitional” goals. The AICPA did 
not distinguish between short-range 
and long-range objectives, and_ this 
creates some difficulty in comparing 
or reconciling its actions with the 
recommendations of the Commission. 
However, it should be noted that the 
points of view of the two organizations 
were basically different in terms of the 
timing of potential developments. The 
report of the Commission “. . . is an 
attempt (a) to provide the background 
for an appraisal of present require- 
ments and practices, and (b) to for- 
mulate standards of education and 
experience for CPAs which are ade- 
quate to meet the prospective needs of 
the public and of the profession and 
which are also reasonably possible of 
attainment in the foreseeable future.” 4 
The emphasis throughout the Commis- 
sion’s report was on the future, on 
what standards should be established 
now as goals to be attained in later 
years. In contrast, and understandably, 
the AICPA is more concerned with 
what can be done today and in the 
immediate future. 


THE SPECIAL COMMITTEE 


The Commission’s report was con- 
sidered by the Council of the AICPA 
in 1956. “The Commission Report re- 
ceived extensive discussion . . . and 
while it was recognized that there were 
controversial points, particularly in re- 
spect to the professional practice of 
public accounting, Council believed the 
Report set forth many areas in which 
the Institute could promote the find- 
ings and recommendations and that 
the Institute should do so where it 
could.” 5 

The Executive Committee of the 
AICPA authorized the appointment of 
a special committee to study the Com- 
mission’s report and to report to 
Council. The following individuals 
were appointed as members in 1957: 

George D. Bailey, Chairman (Touche, 
Niven, Bailey & Smart). 

William H. Holm (I. D. Wood & Co.). 

C. A. Moyer (College of Commerce, 
University of Illinois). 

John C. Potter (Lybrand, Ross Bros. & 
Montgomery). 

T. Dwight Williams (Williams, Hurst & 
Groth). 

This committee was given the fol- 
lowing assignment: 


1. To make a comprehensive and 
methodical study of the Commission 
Report. 


2. To consult with groups both 
within and outside of the AICPA hav- 
ing an immediate interest in the report 
as to recommendations made by the 
Commission and the policies in imple- 
menting them. 


3. To suggest to the AICPA Coun- 
cil what action, if any, should be taken 
on the Commission’s recommendations. 


The Committee studied the Com- 
mission’s report and obtained opinions 


4 Commission Report, p. ix. Emphasis added. 


® Committee Report, p. I. 
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of many interested and informed indi- 
viduals including members of the Com- 
mission; committee members or official 
representatives of the AICPA, the 
American Accounting Association, the 
National Association of Accountants, 
the American Association of Colle- 
giate Schools of Business and the SEC; 
the Comptroller General of the United 
States; practicing CPAs; members of 
boards of accountancy; accounting 
educators; university administrators; 
and industrial accountants. This study 
was exhaustive and objective. 

The Committee reported to the 
Council of the AICPA in April 1959: 
“It is believed that the Institute should 
not attempt to approve or disapprove 
any parts of the Commission Report, 
but it is within the province of the 
AICPA to determine which of the 
recommendations of the Commission 
could be adopted at this time by the 
Institute as part of its own policies and 
programs, and to implement those 
adopted.” ® 

The Committee’s recommendations 
and the Council’s resolutions covered 
thirteen points. In contrast, the Com- 
mission had five basic recommenda- 
tions and three recommendations for 
the transitional period. However, sub- 
stantially the same points are covered 
in total; in the following discussion the 
framework of the Committee’s report 
will be followed. 


MEANING OF THE CPA CERTIFICATE 


The meaning of the CPA certificate 
is not one of the Commission’s “recom- 
mendations.” However, the majority 
of the members of the Commission 
concluded that the CPA certificate 
should come to be regarded as a 
standard of competence, acquired prin- 
cipally through the educational pro- 


“cs 


cess, “. . . to enter the profession of 
public accountancy as CPAs.”7 This 
conclusion is basic to the long-range 
goals recommended by the Commis- 
sion and was properly included in the 
thirteen points covered by the Com- 
mittee. 

The Committee recommended, and 
the Council concurred, “. . . that the 
long established meaning of the CPA 
certificate as evidence of demonstrated 
competence for the practice of public 
accounting be continued; ....” The 
Committee also recommended, “. . . 
that the Commission’s conclusion as 
to the meaning of the CPA certificate 
as a mark of competence, obtained 
through the formal educational process, 
to enter the profession of public 
accountancy not be adopted as Insti- 
tute policy.” § 

This is one of the principal points 
in which the Committee’s decision to 
ignore the Commission’s distinction 
between short-run and long-run goals 
creates difficulties in comparing the two 
sets of recommendations. The Com- 
mission did conclude, as the Committee 
states, that the CPA certificate should 
be regarded as a mark of competence 
obtained through the formal educa- 
tional process but only as a long-range 
proposal. Such dependence on the 
educational system is contingent upon 
developments in that field. This is 
clearly stated in the Report: 


The formal educational preparation of 
candidates for the profession needs to be 
much more advanced than that now re- 
quired by most accountancy legislation and, 
in fact, more thorough and comprehensive 
than is now provided by most educational 
institutions. Such preparation is far more 
crucial to the matter of qualification for 
practice than was true when the scope of 
public accounting services was relatively 
narrow. It should be feasible for CPA juris- 


®Committee Report, p. 1. Emphasis added. 


“Commission Report, p. 126. Emphasis added. 


’Committee Report, p. 6. 
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dictions to set standards of formal educa- 
tion and to evaluate educational achieve- 
ments through an examination. Accord- 
ingly, from the long-run point of view, 
the Commission feels that increased reli- 
ance must be placed on educational train- 
ing.9 

The Commission recommended the 
continuance of an experience require- 
ment for the transitional period, which 
seems to be entirely in harmony with 
the “approval” portion of the Council’s 
resolution. This point is covered in 
more detail in the Committee’s recom- 
mendation relating to experience. 


COLLEGE GRADUATION 


The Commission recommended that 
“College graduation, including com- 
pletion of an accounting major as part 
of the undergraduate program, or col- 
lege-graduation, supplemented by com- 
pletion after graduation of the equiva- 
lent of an accounting major, .. .” is a 
desirable standard for CPAs in the 
transitional period.° The Committee 
and the Council concurred with this 
general recommendation and also with 
the earlier recommendations of the 
Standards Rating Committee of the 
American Accounting Association, re- 
garding curricula, which were men- 
tioned favorably by the Commission. 

Considering the diversity of educa- 
tional requirements today among the 
many CPA jurisdictions, the recom- 
mendations of the Committee and the 
resolution of the Council favoring the 
possession of a baccalaureate degree 
as a requirement for the preparation 
of a CPA are probably the most sig- 
nificant of the actions taken. 


QUALIFYING EXAMINATION 
This long-range recommendation of 
the Commission is related to another 


—that postgraduate study of a pro- 
fessional nature is needed to provide 
adequate preparation for public ac- 
countancy as a CPA. The suggested 
qualifying examination “. would 
provide a measure of each candidate’s 
intellectual capacity, his academic 
achievements through prior study, and 
his aptitude for public accountancy, in 
terms of nation-wide objective norms. 
The primary purpose of the examina- 
tion is to assist educational institutions 
in selecting individuals who have the 
capacity and aptitude to undertake, 
with benefit, the training to be pro- 
vided tlirough the proposed _profes- 
sional programs.” 14 

The Committee reported that “The 
qualifying examination may eventually 
be a problem warranting considerable 
attention as the Commission sug- 
gests.” 1° In the meantime, the Com- 
mittee recommended “no action” by 
the Council with the related suggestion 
that the Committee on Personnel Test- 
ing consider the testing program of 
the AICPA in relation to the possible 
need of a qualifying examination for 
postgraduate study as preparation for 
a career in public accounting. 

The Commission suggested that the 
Committee on Accounting Personnel 
of the AICPA “. . . would be an appro- 
priate body ” to undertake the 
responsibility for developing the quali- 
fying examination.'® The difference 
between the position of the AICPA 
and the Commission is principally one 
of timing. In 1956, there were few 
academic programs which approxi- 
mated the postgraduate educational 
program of a professional nature which 
the Commission envisaged and conse- 
quently there was no immediate need 


® Commission Report, p. 127. Emphasis added. 


10 Commission Report, p. 137. 
11 Commission Report, p. 129. 
12 Committee Report, p. 11. 

13 Commission Report, p. 130. 
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for a qualifying test. The Commission 
anticipated that such academic pro- 
orams would develop and that the test 
would eventually be needed. 

A number of postgraduate and five- 
year undergraduate programs in pro- 
fessional accountancy have — been 
adopted during the past three years 
and more are being considered. It is 
at least possible that the need for a 
qualifying examination may be more 
immediate than the AICPA concluded 
last April. 


POSTGRADUATE EDUCATION 
FOR PUBLIC ACCOUNTING 


The Commission recommends ‘ 
the establishment of professional aca- 
demic programs . . . designed to train 
individuals for public accountancy . . .” 
and also recommended completion of 
such a program as one of its long- 
range goals for CPAs.'* With the ex- 
ception of a few programs which have 
been developed recently, this type of 
academic preparation is not available 
to aspiring CPAs. 

The AICPA recognized both the 
value of the type of postgraduate train- 
ing which the Commission recom- 
mended and the fact that opportuni- 
ties for such preparation are not gen- 
erally available. The resolution of the 
Council reads as follows: ‘That post- 
graduate education for careers in public 
accounting is desirable and that as 
soon as it is feasible postgraduate study 
devoted principally to accountancy and 
business administration become a re- 
quirement for the CPA certificate.” 1 
The AICPA also related professional 
postgraduate education to the experi- 
ence requirement. This is discussed 
later under the heading of “Experi- 
ence. 


14Commission Report, p. 130. 
1) Minutes of Council, pp. 40-41. 
16 Commission Report, p. 134. 
17Committee Report, p. 7. 


STANDARDS OF EDUCATION 


ASSISTANCE TO 
ACCREDITING AGENCIES 


Accreditation in any field is a con- 
troversial issue, particularly when it is 
interjected into one in which there has 
been so much activity. The purpose of 
accreditation is to preserve or to ele- 
vate standards. The Commission sug- 
gested the need for accreditation of the 
postgraduate programs of professional 
nature which it considered a necessary 
part of the preparation of CPAs as a 
long-range goal. The Commission also 
suggested that the AICPA was the 
appropriate body to bring interested 
groups together to form an accredit- 
ing organization which should be 
“". . established on a_ nation-wide 
basis, be operationally independent of 
any accounting organizations, and re- 
flect the viewpoints of both educators 
and practitioners.” 1° The Committee 
opposed this step and instead recom- 
mended, and the Council concurred: 
“. , that an advisory committee of 
the AICPA preferably acting in co- 
operation with representatives from 
the American Accounting Association, 
and the American Association of Col- 
legiate Schools of Business, be formed 
to assist interested schools in planning 
and revising courses and programs for 
educating accountants and to assist ex- 
isting accrediting agencies and associa- 
tions in evaluating accounting courses 
and curriculums.” 1° 

The reference to existing accrediting 
agencies and associations is vague— 
there are no national or regional ac- 
crediting organizations, to the writer’s 
knowledge, which are specifically or 
even particularly interested in account- 
ing courses or programs. However, the 
suggestion of a group selected from 
the membership of the AICPA, the 
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AAA and the AACSB to assist in de- 
veloping courses and programs has 
merit and would probably be wel- 
comed by those schools which are 
struggling with the general problem of 
overhauling curriculums and develop- 
ing postgraduate education in account- 
ancy. Such a step might well be the 
forerunner of a more formal organi- 
zation; it also offers the possibility of 
achieving many of the desirable fea- 
tures of accreditation with a minimum 
of involvement in the controversial is- 
sues which surround this phase of edu- 
cation. The Committee’s comment 
“For the next several years the prob- 
lem will not be one of accrediting but 
one of counseling and planning with 
educators about new courses .. .” is 
quite appropriate.1® 

STUDENT INTERNSHIP 

The idea of student internships 
should be a simple matter but it proved 
to be a confusing issue during the 
preparation of the Commission’s re- 
port; it was one of the issues involved 
in the dissents of two members of the 
Commission and the action of the 
AICPA is not clear in relation to the 
Commission’s recommendations. 

The Commission’s position is that 
‘“, . some exposure to actual account- 
ing operations and procedures [is con- 
sidered| to be a highly desirable part 
of the formal education of an indi- 
vidual interested in public account- 
ancy .. .” !® and suggests the desira- 
bility of an internship program during 
the proposed postgraduate professional 
program. The Commission recognized 
that a number of problems are asso- 
ciated with internships and suggested 
that they be “. . . established on a 
voluntary basis.” °° 

The resolution of the Council reads 


18 Committee Report, p. 14. 
19 Commission Report, p. 135. 
20 Tbid. 

“1 Committee Report, p. 15. 


as follows: “That student internship 
as a part of the student’s educational 
program be optional; that plans be de. 
veloped by a committee of the AICPA 
so that internships may be well or- 
ganized and carefully supervised by 
schools and practitioners when used: 
and that serious effort be made toward 
answering the problem of whether 
internships should be provided to all 
who qualify.” 

Presumably the words “voluntary” 
in the Commission’s report and “op- 
tional” in the Council’s resolution have 
the same meaning. On other counts 
the two statements do not seem to be 
very close. There is acceptance of 
the idea of internships in the Commit 
tee’s discussion: ‘Carefully planned 
and closely supervised student intern- 
ship programs do furnish definite edu- 
cative experience to participants who 
have the capacity for benefiting from 
such experience and provide an ele- 
ment of screening.” ?! The “screen- 
ing” factor was not included in the 
Commission’s considerations; the Com- 
mission assumed that most, if not all, 
of the necessary screening would be 
accomplished by means of the qualify- 
ing examination, admission to post- 
graduate accountancy programs and 
performance in those programs. 

It is possible that the AICPA’s 
emphasis on problems which might be 
associated with internships may be due 
to its concern with the short-range 
point of view and to the numbers of 
potential interns who might be ex- 
pected from existing undergraduate 
programs. 

The suggestion that “. . . plans be 
developed by a Committee of the 
AICPA .. .” for internships has al- 
ready been attempted. Committees of 
the AICPA and of the American Ac- 
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counting Association prepared a joint 
statement on this subject.2? Perhaps 
the Council included its reference to 
plans to be developed for internships 
on the ground that a more elaborate 


statement is needed. 


EXPERIENCE 

The question of experience in public 
accounting as a requirement for the 
CPA certificate has been the most 
hotly debated point in the Commis- 
sion’s report and was the principal 
reason for the four dissents. It should 
be noted that these dissents relate 
principally to the long-range recom- 
mendations of the Commission which, 
in turn, are based upon the proposed 
“new meaning” of the CPA certificate 
and are directly contingent upon the 
evolution of postgraduate education of 
a professional nature. 

The Commission recommended for 
the transitional period: “A minimum 
of two years of practical experience 
in public accountancy under the guid- 
ance of a CPA.” ** The resolution of 
Council is broader than this recommen- 
dation and, in one respect, is broader 
than the recommendation of the Com- 


mittee. The resolution includes five 
points which are considered sepa- 
rately.*4 


(a) “That an experience require- 
ment be retained; ....” This is com- 
parable to the Commission’s recom- 
mendation for the transitional period. 

(b) “. . . that with the baccalaure- 
ate degree with or supplemented by 
evidence of study of accounting to the 
extent set forth in resolution 2 [see 
previous discussion on “College Grad- 
uation”| the experience be not less 
than two years;....” This point does 
hot appear in the Committee’s recom- 


aig ga 


mendations; it is comparable to the 
Commission’s recommendation for the 
transitional period. 

(c) “. . . that as education is ex- 
tended beyond the baccalaureate de- 
gree the length of experience should 
be reduced but should not be less than 
one year;....” This wording is com- 
parable to the Committee’s recom- 
mendation and goes part of the way 
towards the Commission’s long-range 
goals. 


(d) “... that the experience should 
be under the guidance of a CPA and 
some of the experience should be in 
the area of third-party reliance; ... .” 
The Commission’s recommendations 
agree with this for the transitional pe- 
riod although experience “in the area 
of third-party reliance” is not a spe- 
cific point. This is an appropriate re- 
quirement if reliance on experience is 
to be continued. 


(e) “. . . that a committee of the 
AICPA should prepare a statement as 
to what, in general, should be an ac- 
ceptable type of experience for the 
CPA certificate.” This statement is 
consistent with the Commission’s dis- 
cussion of experience in the transi- 
tional period. 

The Council’s recommendation of 
two years of experience represents a 
middle position between those jurisdic- 
tions which require none, or waive ex- 
perience if certain educational require- 
ments are met, and those which require 
three years or more according to the 
classification of the candidate’s em- 
ployer. The requirement that the mini- 
mum experience be obtained under the 
guidance of a CPA, and some be in 
the area of third-party reliance, is more 
stringent than many laws and regu- 


F *2 This report was published in the April 1955 issues of The Accounting Review, pp. 
206-10, and The Journal of Accountancy, pp. 74-6. 


*3 Commission Report, p. 137. 
“4 Minutes of Council, pp. 41-42. 
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lations currently in effect. The recom- 
mendation that the minimum experi- 
ence requirement be reduced if certain 
educational standards are met is con- 
sistent with the trend in many jurisdic- 
tions in recent years. 


THE CPA EXAMINATION; 
TIMING OF THE EXAMINATION 

The Council’s resolution incorpo- 
rates the principal recommendation of 
the Committee, “. . . that the existing 
purposes and level of the CPA exami- 
nation be continued.” ~* The Commit- 
tee recommended further, “. . . that 
the Commission recommendation that 
the compilation and grading of the 
examination should be pointed solely 
toward testing the results of academic 
preparation not be adopted by the In- 
stitute.” °° The point involved here is 
a difference of opinion regarding the 
level and purpose of the examination. 

The position of the Commission is 
that “The present examination is large- 
ly academic in type and nature and 
there is little content in recent exami- 
nations for which preparation could 
not have been effectively made through 
educational training.” ** 

The Committee referred, in its re- 
port, to the position of the Board of 
Examiners that “The level of the ex- 
amination has been the competence re- 
quired for conducting the medium- 
sized engagement or for general prac- 
tice in a medium-sized community.” *° 
The Committee added, further, that 
“The purpose of the CPA examina- 
tion has been to measure technical 
competence, which includes technical 
knowledge, skill in the application of 
such knowledge and the exercise of 
good judgment.” ~” These two state- 
ments surely imply that experience 
in public accounting is a necessary pre- 

2° Minutes of Council, p. 42. 


“6 Committee Report, p. 8. 
“7 Commission Report, p. 122. 


“S Committee Report, p. 8. 
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requisite to sit for the examination, 
Yet the resolution of the Council re- 
lating to the timing of the examination 
provides “That a candidate be per- 
mitted to take the examination when 
he feels adequately prepared, but not 
before he has successfully completed 
the recommended educational require- 
ments.” °° The Commission’s position 
is consistent with this resolution. 


AWARDING THE CPA CERTIFICATE 

The Committee recommended, and 
the Council concurred, “That the CPA 
certificate be awarded after the candi- 
date has successfully completed the 
examination and experience require- 
ment.” *! This is identical with the 
Commission’s recommendation for the 
transitional period. 

The Committee also included the 
following sentence in its recommenda- 
tion: “In this recommendation ovr 
Committee disagrees with the Com- 
mission which did not recommend ex- 
perience as a requirement.” *” Again, 
the failure to observe the Commission's 
distinction between short- and long-run 
proposals causes difficulty. The Com- 
mission did recommend experience for 
the transitional period and its recom- 
mendation is identical with the resolu- 
tion of the Council relating to experi- 
ence. It is in the long-range proposals 
that the Commission combined the ex- 
tension of professional education on a 
postgraduate basis (including a period 
of internship in public accounting), 
accreditation of programs, and qualify- 
ing examinations, with the elimination 
of the experience requirement for the 
certificate. 


OTHER CONSIDERATIONS 


Assistance to Colleges. The Com- 
mission mentioned the need for facul- 
29 Tbid. 
3° Minutes of Council, p. 42. 
31 [hid. 
32 Committee Report, p. 9. 
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ties with experience in public account- 
ing and for classroom materials drawn 
from practice. The Council’s resolu- 
tion is much broader. It includes, in 
addition, recommendations of financial 
assistance and special lecturers for 
schools of business. 


Timing State Legislative Changes. 
The Council concludes, most appro- 
priately, that State society committees 
concerned with legislation should con- 
sider local conditions. The Commis- 
sion made no recommendation on this 
matter but it did recognize the effects 
of local conditions upon past and pres- 
ent requirements of education and ex- 
perience for CPAs.*8 


Review of the Problem. The Coun- 
cil recommended “That the AICPA 
take the leadership in causing peri- 
odic reviews of education and ex- 
perience for CPAs.” * The Commis- 
sion made no recommendation on this 
point but the action of the AICPA is 
entirely in harmony with the spirit of 
the Commission’s report. 


Reciprocity for Experience and 
Examination. There were two points 
covered in the discussion portion of 
the report of the Committee which 
were not covered in the Council’s 
resolutions.*® These were: 


1. A state board should consider 
acceptable experience obtained in other 
jurisdictions and should not insist that 
experience be acceptable only if ac- 
quired in the particular jurisdiction. 


2. There should be reciprocity 
among jurisdictions using the advisory 
grading service of the Institute for 
completed parts of the examination. 
These points are to be considered at 
a later meeting of Council. 
siaselaitinaiaaiad 

33 Commission Report, pp. 37-8. 
*4 Minutes of Council, p. 42. 


SUMMARY 

The position of the AICPA regard- 
ing the meaning of the certificate re- 
flects the general idea held by many 
CPAs including the four dissenters to 
the Commission report. The certifi- 
cate is considered an indication of com- 
petence to practice which must be 
obtained in part through experience. 
This is not compatible with many of 
the accountancy laws and regulations 
but the point is not of great moment 
at this time. The recommendation that 
experience should be obtained under 
the direction of a CPA, that part of it 
should be in the area of third-party 
reliance, and that the AICPA should 
describe what is acceptable experience, 
are important steps designed to put 
real meaning into the experience re- 
quirement. 

The Council’s resolutions regarding 
educational requirements are  signifi- 
cant. Recognition of the importance 
of undergraduate education for CPAs, 
and the recommendations that post- 
graduate education might be substi- 
tuted in part for experience, and that 
candidates be admitted to the CPA 
examination, after completing educa- 
tional requirements, are important 
steps. 

The report of the Committee is a 
most interesting document, aside from 
the specific recommendations. The dis- 
cussion of the thirteen areas is worth 
careful reading by anyone interested in 
standards for CPAs. The firm, prac- 
tical positions taken by the Council 
should do much to clarify many of the 
ambiguous and controversial aspects of 
CPA requirements and should give -a 
tremendous impetus to the movements 
under way in many jurisdictions to ob- 
tain more realistic standards of edu- 
cation and experience for CPAs. 


8° Minutes of Council, p. 43. These points were presented by Louis M. Kessler. 
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Accounting Problems of 


Book Clubs 


By F. Harry Brown, CPA 


A discussion of the accounting problems of book clubs and 
related businesses. The principal problems involve accounts 
receivable recording and summarizing, treatment of promo- 
tion expenses, determination of average subscription life, 
distinguishing between expense categories, control of cash 
and premium certificates, and preparing of budgets. 


This article deals with the account- 
ing and internal audit problems of 
book clubs. It will not consider the 
many questions which such clubs have 
in common with other retail organiza- 
tions but will limit the discussion to 
those problems which are peculiar to 
the industry. Moreover, accounting 
problems encountered in the manufac- 
ture of books are not regarded as 
being germane, as most book clubs 
do not own manufacturing facilities. 
Although the reference is only to book 
clubs, the treatment is equally valid 
for other organizations which employ 
the book-club system, such as phono- 
graph record clubs and, to some extent, 
all businesses with membership ar- 
rangements. 

While the author is attempting to 
cover the entire industry, most of the 
solutions suggested reflect the experi- 
ence of the company with which he 
is associated and not necessarily the 
practice of the industry as a whole. 





F. HARRY BROWN, CPA, is a member 
of The New York State Society of Certified 
Public Accountants and of the AICPA. 
Mr. Brown is comptroller of Book-of-the- 
Month Club, Inc. 


NATURE OF BUSINESS 


Book clubs generally acquire their 
members (also called subscribers) 
through advertisements in newspapers 
or magazines, through the mailing of 
promotion letters, or through present 
members who in this way earn special 
premiums. The members do not pay 
any dues, as the term “club” may im- 
ply. The only payments involved are 
for books purchased according to the 
subscription agreement. These agree- 
ments vary in form but have one char- 
acteristic in common: They provide 
for the shipment of books to the sub- 
scriber at regular intervals, usually 
monthly, until he terminates his sub- 
scription. Some contracts require that 
the subscriber buy a stipulated nun- 
ber of books before he may cancel. 
Under other contracts there is no such 
minimum requirement. 

Sales are usually made on credit. 
This is surprising if one considers that 
the clubs do not check the subscriber's 
credit standing except to make certain 
that the club’s files contain no record 
of prior unsatisfactory dealings. 

The publication rights to the books 
distributed by the clubs are acquired 
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from publishers against payment of 
royalties. Such payments are cus- 
tomarily based on a stipulated amount 
per copy (often a percentage of the 
retail price) with a guaranteed mini- 
mum. The economies of large-scale 
operation enable book clubs to sell 
their books on favorable terms. In 
most instances the subscriber is given 
one or more premium books free of 
charge upon joining the club. Under 
some contracts the subscriber also re- 
ceives additional free books as he 
makes purchases, often in the ratio of 
one free book to each two bought. 


SUBSCRIBERS’ ACCOUNTS 


The most extensive accounting func- 
tion is the recording of the sub- 
scribers’ accounts. The number of 
such accounts for a large club may run 
into six or seven-digit figures. Since 
each account may involve, on the 
average, several transactions per 
month and each transaction is for a 
small sum, the record keeping must be 
speedy and inexpensive. The meth- 


ods employed vary considerably. They 
range from completely manual opera- 
tions (with each clerk handling sever- 
al thousand account cards) to punch 
card equipment and, beyond that, elec- 
tronic data processing machines. In 
view of the great variety of methods 
employed, a description of the various 
systems would by far exceed the scope 
of this article. However, one system 
of manual record keeping will be 
briefly described, for it approaches a 
common problem in an uncommon 
way which might be followed advan- 
tageously in other fields. In general 
practice, customers’ accounts are de- 
signed from the accounting viewpoint 
around the debit and credit columns 
with emphasis on the amounts rather 
than the explanation. The author’s 
company has found it advantageous 
for clubs which use a manual system 
of record keeping to discard the con- 
ventional two money columns and 
merely to record transactions. A typi- 
cal account card under this system may 
look somewhat like the following. 





DATE ENROLLED 


JOHN DOE 


ACCOUNT NUMBER 


100 MAIN STREET 


A-23345 














1/15/58 ANYWHERE, USA 
Date Title Amount Paid Balance Return Remarks 
1/18/58 Book A Enrollment 
premium 

1/18/58 Book B 4.50 2/15/58 
1/22/58 No February book 
3/15/58 Book C 4.25 5/10/58 
4/12/58 Book D 4.95 5/22/58 
5/10/58 Book E 4.50 
5/10/58 Book F Free book 

The “Balance” column shows mences with a comparatively large ex- 


amounts only when there is an over- 
payment or underpayment. Dunning 
is indicated in the “Remarks” column. 
The entries, wherever possible, are 
made with rubber stamps. 


INCOME 


The income of book clubs follows a 
characteristic pattern. The business 
relationship with each subscriber com- 


penditure, i.e., the cost of acquiring 
the member. When this expenditure is 
made, no income has as yet been 
earned from the specific subscriber. 
The recovery of the initial investment 
may take many months or even years. 
The possibility and speed of recovery 
determine the success-or faiiure of a 
club. 

It is general practice in the industry 
to write off the subscription costs at 
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the time they are incurred rather than 
to amortize them over the period of 
time during which income from the 
promotion effort is realized. A num- 
ber of important factors explain the 
practice, including Treasury Depart- 
ment rulings, tax considerations, SEC 
requirements, conservatism in balance 
sheet presentation, and difficulties in 
estimating the proper amortization 
time. 


The non-deferment of promotion 
costs leads to considerable short-range 
fluctuations in earnings as a result of 
differences in promotion expenditures. 
A further consequence of the immedi- 
ate write off of promotion expenditures 
is a phenomenon which has been con- 
founding the security analysts. Poor 
earnings figures often evidence an ex- 
panding membership, that is, a favor- 
able development, while increasing 
profits may indicate a shrinkage of the 
business. The decision to liquidate a 
club could produce banner years. 


In order to separate the erratic ele- 
ment, i.e., the promotion costs, from 
the more stable portions of the in- 
come statement, the author has found 
it helpful to show net income figures 
before and after subscription costs. 
The following condensed income state- 
ment, which reflects this approach, 
can be presented in columnar form on 
a departmental basis (e.g., Total, Club 
A, Club B, Club C, etc.). 


Gross sales 
Returns and allowances 
Net sales 
Cost of sales 
Books sold 
Free books 
Total cost of sales 
Gross profit 
Expenses 
Shipping 
Salaries 
Payroll expenses 
Selling and administrative expense 
Monthly announcements and special mail- 
ings 
Provision for bad debts 
Total expenses 


Net operating income before  subscrip. 
tion costs 
Subscription costs 
Circularizing 
Advertising 
Premiums 
Total subscription costs 
Net operating income 


BALANCE SHEET 


Below is a typical form of balance 
sheet of a book club. 
Current assets 
Cash 
Accounts receivable 
less estimated doubtful accounts, claims 
and returns 
Inventories 
Raw materials 
Rights on future production 
Work in process 
Finished goods 
Prepaid expenses 
Total current assets 
Current liabilities 
Accounts payable—trade 
Accrued and other liabilities 
Accrued book club rights 
Accrued and withheld taxes 
Sundry 
Advance subscriptions 
Reserve for free books 
Reserve for income taxes 
Total current liabilities 
Net current assets 
Other assets 
Deposits 
Machinery and equipment 
less accumulated depreciation 
Net current and other assets 


Represented by 
Capital stock 
Surplus 

Total 


Most of the balance sheet items are 
self-explanatory. “Rights on future 
production” are prepayments of mini- 
mum royalties to publishers for book 
rights prior to manufacture. “Accrued 
book club rights” represents the ac- 
crual of such royalties. The club’s lia- 
bility for free books earned by the 
subscribers but not yet distributed is 
shown under “Reserve for free books.” 

As explained before, it is industry 
practice to place no value on the mem- 
bership list but to write off the cost as 
soon as it is incurred. Accordingly, 
one of the most substantial assets of a 
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book club—sometimes the largest—is 
usually omitted from the balance sheet. 


ACCEPTANCE PERCENTAGE 


The most important cost accounting 
problem peculiar to book clubs is the 
determination of the amount available 
to cover the cost of acquiring a new 
subscriber. Obviously, this determina- 
tion is the basis of any promotion 
planning. The margin available to 
cover subscription costs depends on 
the number of books sold to the aver- 
age subscriber. This figure is the prod- 
uct of two items: The acceptance per- 
centage and the number of purchase 
opportunities during the average sub- 
scription life. 

The acceptance percentage depends 
on the type of subscription contract 
and the appeal of the books offered. 
Where the contract provides for the 
automatic periodic shipment of books 
(without any specific prior approval by 
the subscriber) the acceptance per- 
centage theoretically is 100%. Actu- 
ally it is always lower because of tem- 
porary suspension of service in re- 
sponse to subscribers’ requests or for 
other reasons. However, contracts of- 
ten permit the subscriber to choose 
among several books or to notify the 
club to send no book when the next 
shipment is due. Such non-automatic 
plans obviously involve variations in 
acceptance rates, depending on the ap- 
peal of the book, the wording and 
design of the promotion piece, the 
average length of time the subscribers 
have belonged to the club and, to some 
extent, on the season. When the first 
manufacturing orders for a_ specific 
book are placed, acceptance estimates 
have to be based on past experience 
and business judgment. As the ship- 
ping date approaches and the sub- 
scribers indicate whether they wish to 
receive the book selected by the club, 
or a different book, or none, the esti- 
mate can be gradually refined. One 


of several reasons why clubs stagger 
their shipments to different geographic 
areas is that they can use the accept- 
ance experience of the areas which re- 
ceive earlier shipments to forecast the 
acceptance rates of areas which are 
scheduled for later shipments. 


PURCHASE OPPORTUNITIES 


We will now consider the other fac- 
tor, the number of purchase opportu- 
nities. Let us first clarify the term by 
a simple example. If the subscription 
plan provides for one shipment per 
month and if the average subscriber 
retains his membership for, say, two 
years, the average number of purchase 
opportunities is obviously twenty four. 

But how can we determine average 
membership life? The computation is 
easy if we can select a group of sub- 
scribers all of whom have cancelled. 
However, typical groups often com- 
prise members who are still enrolled 
after ten or twenty years or even more. 
Accordingly, final figures are not avail- 
able for very considerable periods of 
time. Furthermore, even where past 
experience is available, it may be alto- 
gether inapplicable because we may 
be faced with a new club, a modified 
plan, a different subscriber group or 
changed economic conditions. How 
then can we project the average life of 
a group of members still in being and 
make this projection during the early 
months of the existence of the group? 

To formulate the answer to this 
question, we must first decide what 
group to select. The author has found 
the following four types of groups 
suitable and significant for specific 
purposes: 

1. The club membership as a 
whole. 


2. All members who joined the 
club during any one month. 


3. All members who cancelled their 
memberships during any one month. 
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4. All members who joined the 
club as a result of a specific promo- 
tion effort. 

Groups of the third type offer a 
practical advantage over the others— 
they eliminate the need of any projec- 
tion. We are dealing here exclusively 
with completed events and, thus, the 
average life can be easily computed. 
However, the results are often dis- 
torted for the following two reasons: 

(a) The very best members, i.e., 
those who are still with the club al- 
though they enrolled a long time ago, 
are not reflected in the results. 

(b) Fluctuations in the size of the 
promotion effort affect the result. For 
instance, if a club starts with exten- 
sive promotion and subsequently adds 
only a few new subscribers, a large 
portion of its membership may con- 
sist of old subscribers. Hence, the 
average life of the members cancelling 
during any one month may well be 
longer and therefore appear more fa- 
vorable than if the club had grown 
steadily. 

Studies based on the fourth type 
permit the comparison of subscribers 
acquired through different promotion 
media. Such studies are extremely 
valuable because they help to deter- 
mine the relative suitability of the 
various media. Thus, a comparison 
of order costs may show that adver- 
tisements in magazine A _ produce 
cheaper orders than those in magazine 
B. However, the behavior study may 
indicate that the readers of magazine 
B are of so much better quality that 
their longer average subscription life 
more than offsets the difference in 
order costs. 

After the group is chosen we have 
to decide how the required informa- 
tion should be gathered. Are we to in- 
clude every member of the group or 
study only a representative sample? 
Where samples are used, choosing the 
proper size is of great importance. 


The writer believes on the basis of 
experience and the use of mathemati- 
cal methods that samples of 200 give 
adequately reliable results for specific 
promotion cfforts. For a large club 
as a whole, 1,000 may be necessary, 
Of course, proper care must be taken 
to obtain truly representative random 
samples. 


MEASUREMENT OF AVERAGE LIFE 


Let us now assume that the group 
and the sample have been chosen. The 
next step is to measure the average 
life. Once the cancellation history of 
the group for several months is avail- 
able, a number of different approaches 
may be used. 

One simple method is to look for 
other groups which behaved similarly 
and for which long-range experience 
is available. If such groups can be 
found, fairly reliable estimates can be 
made on the basis of such past per- 
formance. 

The problem is more difficult if 
there are no comparable older groups. 
It must then be tackled in a different 
way. One possible method is to pro- 
ject the shrinkage of the group by 
fitting a curve to the established data 
by the use of mathematical equations. 
The selection of the equation will be 
influenced by the club’s past cancella- 
tion experience. Since the author 1s 
fond of mathematics he would like to 
be able to report that this is the most 
satisfactory method. Actually, he has 
found it cumbersome for practical ap- 
plication. 

Another method, less objective but 
more successful, involves the plotting 
of the group behavior on graph paper. 
If actual data for the first few months 
are determined, an experienced per- 
son can usually make a reasonably re- 
liable projection of the curve by te- 
ferring to past behavior studies. The 
most useful data for the purposes of 
a graph are the following, expressed 
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per 100 subscribers of a selected sam- 
ple group: The number of subscribers 
remaining at the beginning of each 
month; the same information, but 
shown cumulatively from the inception 
of the group; and the number of items 
purchased, likewise shown cumula- 
tively. The cumulative membership 
curve not only depicts the cumulative 
purchase opportunities of the group, 
but indicates, if projected to the end, 
the average life of the group. 

Both methods, curve fitting and 
plotting on graph paper, are some- 
what time-consuming. The author, 
therefore, generally uses the following 
short-cut, which is simple and in most 
cases adequate. If the cancellations 
of a group month by month are ex- 
pressed as a percentage of the number 
of active members remaining at the 
beginning of the respective months, 
the resulting percentages have a ten- 
dency to stabilize at a certain level. 
If this level is discernible from the 
data collected, we can assume that the 
number of remaining subscribers in 
the group follows approximately a 
geometric progression with steadily de- 
clining terms (in other words, a pro- 
gression with a common ratio of less 
than 1). The average life expressed in 
months can then be computed by ap- 
plying a simple formula (derived from 
the formula for the sum of such a pro- 

100 


gression), i.e., with X represent- 





ing the monthly percentage loss. 


The following example illustrates 
the foregoing. Suppose a group of 
subscribers loses 5 percent of its mem- 
bers each month. If the group orig- 
inally comprised 10,000 members, it 
will retain 9,500 members after the 
first month, 9,025 after the second, 
etc. According to the above formula 

100 


5 





the average life is , or 20 months. 


One word of caution should be ex- 
pressed. The pattern underlying the 
above example should not be confused 
with that of a group losing monthly 5 
percent of its original (not remaining) 
membership. Such a group would be 
completely terminated at the end of 
20 months and the average life would 
not be 20 months as above, but only 
10. 


VARIABLE AND FIXED EXPENSES 


The foregoing paragraphs dealt with 
the determination of the average num- 
ber of purchases per subscriber as a 
first step in computing the margin 
available for promotion costs. The 
second step is to multiply this average 
by the net income per book sold be- 
fore subscription costs. 

In determining the net income it is 
of the utmost importance to differen- 
tiate betwen variable and fixed ex- 
penses. Furthermore, within the area 
of variable expenses, a distinction 
should be made between the one-time 
costs of enrolling and cancelling the 
subscription and the recurring operat- 
ing costs; also, between costs which 
vary in proportion to sales (e.g., bad 
debts) and those which vary in pro- 
portion to number of subscribers (e.g., 
the cost of mailing the monthly selec- 
tion announcements). 

For the purposes of management 
decisions it is often essential to express 
the net income in two ways, before 
and after deduction of fixed expenses. 
In book clubs, more than in many 
other businesses, the sales volume can 
be influenced by management action, 
i.e., the decision of how much to spend 
for promotion. As promotion expend- 
itures increase beyond a certain point, 
the cost of acquiring members rises. 
However, with additional volume these 
higher costs are partly offset by an 
increase of the margin available to 
cover such costs. The increase in 
margin, in turn, is due to the fact that 
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a significant part of the operating ex- 
penses is fixed. For this reason, a 
book club can afford to spend more 
per subscriber to increase its member- 
ship beyond the normal level than to 
maintain it. A study of this relation- 
ship of increasing order costs to in- 
creasing margins is of utmost import- 
ance for intelligent planning. 


CASH AND PREMIUM CERTIFICATES— 
INTERNAL AUDITING AND CONTROL 


The problems of internal control re- 
quiring special attention on the part 
of the company’s audit department in- 
volve cash receipts and, where appli- 
cable, merchandise premium certifi- 
cates. 

The difficulties of cash control are 
two-fold—the handling of the very 
large quantity of checks (which may 
be as high as several tens of thousands 
per day), and the supervision of cur- 
rency receipts. 

Checks received in the mail room 
are forwarded to the cash receipt de- 
partment. There, each check is com- 
pared with the accompanying invoice 
or other remittance slip. The checks 
and slips are then separated but kept 
in the same order. The items in each 
of the two groups are totalled inde- 
pendently (in groups of approximately 
250) and the totals are compared. As 
the checks are totalled they are en- 
dorsed with the company’s name and, 
for the convenience of the bank, also 
with the bank’s endorsement. The ma- 
chine tapes for the day are combined 
to make up the bank deposit slip. 


In the mail room, general super- 
vision of the mail-opening clerks is ex- 
ercised to minimize pilferage of letters 
containing currency. Whenever a mail 
opener finds that a letter contains cur- 
rency, she is required to turn it over to 
a specially designated group of cash 
clerks. The cash clerk prepares a pre- 
numbered cash record stub for each 


remittance. The cash is then for- 
warded to the cash receipt department, 
where it is counted. This count is 
compared daily with the total of the 
cash record stubs as determined by 
the mail department. 

Some clubs automatically ship a 
merchandise premium to each member 
when he becomes entitled to it. Other 
clubs issue premium certificates which 
can be redeemed for free merchandise. 
Where the latter system is used, one of 
the most important tasks of the audit 
department is the control of such cer- 
tificates. The size of the problem can 
be visualized if one considers that a 
large club may issue many millions of 
such certificates per year and that each 
certificate may represent several dol- 
lars’ worth of merchandise. 

The author’s company employs the 
following audit steps with respect to 
certificates. 


1. The certificates are purchased 
from a printer specializing in work of 
this type. Safety measures are incor- 
porated in the design and paper used, 
and the quantity printed is closely 
supervised. The certificates are pre- 
numbered. 


2. Upon receipt of the certificates 
from the printer, the quantity is veri- 
fied and the packages are placed ina 
special vault to which only a few des- 
ignated employees have access. 


3. When an invoice is prepared it is 
marked to indicate whether or not it 
should be accompanied by a certificate. 
As each batch of invoices is released 
to the shipping department for mail- 
ing, the necessary number of certiti- 
cates is determined by the billing de- 
partment and marked on a slip. The 
original of the slip goes to the shipping 
department, a copy to the internal 
auditor. 


4. The slip described under item 
(3) is submitted by the shipping clerk 


804. @ THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT NOVEMBER 1959 





for- 
nent, 
nt is 
f the 
1 by 


ip a 
nber 
ther 
hich 
dise. 
1e of 
1udit 
cer- 
can 
at a 
is of 
>ach 
dol- 


the 
t to 


ased 
k of 
cor- 
sed, 
sely 
pre- 


ates 
eri- 
na 
les- 


it is 
t it 
ate. 
sed 
ail- 
iti- 
de- 


ing 
nal 


em 
ork 





to the employee having custody of the 
certificates in exchange for the certifi- 
cates needed. 


5. A perpetual inventory record of 
the certificates is kept, and the balance 
on hand is verified by surprise counts. 


6. Complaints from _ subscribers 
about non-receipt of certificates are 
recorded on the subscriber’s card. Such 
complaints are counted and the weekly 
totals compared. 


7. Outgoing mail is test-checked to 
determine whether the envelopes which 
ought to contain certificates actually 
contain them. 


8. Certificates received for re- 
demption are spot-checked to the sub- 
scribers’ account cards to determine 
whether the name indicated is that of 
a subscriber and, if so, whether he is 
entitled to a certificate. 


9. The redeemed certificates are 
used as shipping labels for the premium 
merchandise ordered. Where more 
than one certificate is redeemable for 
one shipment, the excess certificates 
are cancelled. Before the cancelled 
certificates are destroyed they are 
counted and the count is compared 
with the number of the certificates 
used as labels. 


10. The monthly ratios of the num- 
bers of certificates issued, outstanding 
and redeemed are reviewed, and sig- 
nificant changes are investigated. 


ACCOUNTS RECEIVABLE AND 
YEAR-END AUDIT 


The number-one problem encoun- 
tered in the course of the year-end 
audit is the reconciling of the accounts 
receivable control with the subsidiary 
cards. In the past, the author’s com- 
pany had interpreted and aged each 
single account card as of the balance 
sheet date and added the balances to 
determine the subsidiary ledger total. 


(By “interpreting” is meant the com- 
putation of the amount owed from the 
information on the account card. As 
explained before, under some systems 
these cards do not show open balances 
as such.) Obviously, this was a time- 
consuming and costly operation, with 
the further disadvantage of delaying 
billing and shipping schedules. 


Last year it was decided to deter- 
mine the aggregate balances of the 
account cards of some of the clubs 
operated by this company by means of 
selected samples rather than by a com- 
plete listing. On the basis of the ex- 
perience gained, the company decided 
after consultation with its firm of cer- 
tified public accountants to extend this 
procedure to all of its major clubs for 
the current fiscal year. 


To determine the sample sizes, 
standards of probability and exactness 
were established for the samples of 
the various clubs depending on the 
magnitude of the individual clubs and 
their significance in the over-all finan- 
cial picture of the company. For the 
largest club, for which the most exact- 
ing standards had been set, a sample 
of 7 percent of all accounts with debit 
balances was deemed adequate. The 
percentages for the smaller clubs were 
even smaller. On the other hand, it 
was found that the sample of accounts 
with credit balances would have to be 
comparatively large because such bal- 
ances fluctuate in a considerably wider 
range than the debit balances. Ac- 
cordingly, it was decided not to sample 
the credit balances but to list all such 
accounts (which represent approxi- 
mately 6 percent of all accounts, deb- 
its and credits). 


To make certain that the samples 
represent random distribution, it was 
decided to take the accounts from 
the trays in which they are kept, at 
stated intervals (say every 14th card), 
and to base the choice of the first card 
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in each tray on a table of random 
numbers. The taking of the samples 
will be supervised by the independent 
accountants in charge of the year-end 
audit. The average balance per sub- 
scriber as determined by the sample 
will be multiplied by the total number 
of accounts and the result will be as- 
sumed to represent the total of the 
accounts receivable subsidiary ledger. 


CIRCULARIZING 


Cost per 
1 000 letters 


Month of 
mailing 


Letters to 
Club be mailed 


PREPARATION OF A BUDGET 


Once the promotion program for a 
given period has been planned, a 
budget can be prepared. The first 
step is translating the promotion 
effort into the expected number of 
new subscribers. The computation 
can be conveniently made on work 
sheets of the following type. 


SCHEDULI 


Estimated orders 


Total per 1000 


cost letiers Total Jan. Etc. 


ADVERTISING SCHEDULE 


Estimated 


cost per 
Club order 
Club A Expenditure 
Estimated orders 
Club B Expenditure 
Estimated orders 
Club ¢ Expenditure 


Estimated orders 
The next step is the determination 
of the membership at the end of each 


CLASSIFICATION OF 


Total 


Monthly cancellation percentage 


Jan. Members at beginning 
New members 
Cancellations 
Members at end 


Feb. New members 
Cancellations 
Members at end 

Mar. New members 
Cancellations 
Members at end 
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month, which may assume the follow- 
ing form, classified by clubs. 


MEMBERSHIP 
Circul. 
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BUDGET SUMMARY 
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Balance 


PINGt OROCTSOS) ac. 3ec0eeso.53 tan svesscvcansctevseseveecsesctasés 
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Subscription costs 


BOC] 7.1 ee NE 
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Total: subscription: Costs: <...<<.s<.50660004-- 
Net QHEEAtIND: INCOOIE = <..3:.5s.25.svcakescsnsscessecssscesess 
Other INCOME. cscecascccctacevcvcvescvscavacs vsscstecestectvae 
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The monthly membership figure can 
be converted into the estimated num- 
ber of books to be shipped by deduct- 
ing an experience percentage for tem- 
porarily suspended service. The re- 
maining balance in the case of fully 
automatic clubs equals the number of 
units shipped. If the club is not of the 
automatic type, the balance has to be 
multiplied by the estimated acceptance 
percentage. The unit sales projection 
is then translated into dollars, and the 
returns and allowances, the cost of 
sales and the variable expenses are 


Total Club A Club B 








computed by the use of established 
ratios to net sales. The amount of 
fixed expenses is apportioned in the 
ratio of sales. Finally, the budget can 
be summarized in the form presented 
above. 


Budgets prepared in this manner 
generally give very accurate results. 
At least, this is true until an unex- 
pected best-seller—or the unfortunate 
opposite event — again demonstrates 
that “prognostics do not always prove 
prophecies.” 
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Official Release 


Consolidated Financial 


Statements 


ACCOUNTING RESEARCH BULLETIN NO. 51 


PURPOSE OF CONSOLIDATED 
STATEMENTS 


1. The purpose of consolidated 
statements is to present, primarily for 
the benefit of the shareholders and 
creditors of the parent company, the 
results of operations and the financial 
position of a parent company and its 
subsidiaries essentially as if the group 
were a single company with one or 
more branches or divisions. There 
is a presumption that consolidated 
statements are more meaningful than 
separate statements and that they are 
usually necessary for a fair presen- 
tation when one of the companies in 
the group directly or indirectly has a 
controlling financial interest in the 
other companies. 


CONSOLIDATION POLICY 


2. The usual condition for a control- 
ling financial interest is ownership of 
a majority voting interest, and, there- 
fore, as a general rule ownership by 
one company, directly or indirectly, of 
over fifty percent of the outstanding 
voting shares of another company is a 
condition pointing toward consolida- 
tion. However, there are exceptions to 
this general rule. For example, a sub- 
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sidiary should not be consolidated 
where control is likely to be temporary, 
or where it does not rest with the ma- 
jority owners (as, for instance, where 
the subsidiary is in legal reorganization 
or in bankruptcy). There may also be 
situations where the minority interest 
in the subsidiary is so large, in relation 
to the equity of the shareholders of the 
parent in the consolidated net assets, 
that the presentation of separate finan- 
cial statements for the two companies 
would be more meaningful and useful. 
However, the fact that the subsidiary 
has a relatively large indebtedness to 
bondholders or others is not in itself a 
valid argument for exclusion of the 
subsidiary from consolidation. (Also, 
see Chapter 12 of Accounting Re- 
search Bulletin No. 43 for the treat- 
ment of foreign subsidiaries. ) 

3. In deciding upon consolidation 
policy, the aim should be to make the 
financial presentation which is most 
meaningful in the circumstances. The 
reader should be given information 
which is suitable to his needs, but he 
should not be burdened with unneces- 


1959, was issued by the Committee on 
Accounting Procedure, American Institute 
of Certified Public Accountants. 
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sary detail. Thus, even though a group 
of companies is heterogeneous in char- 
acter, it may be better to make a full 
consolidation than to present a large 
number of separate statements. On the 
other hand, separate statements or 
combined statements would be prefer- 
able for a subsidiary or group of sub- 
sidiaries if the presentation of financial 
information concerning the particular 
activities of such subsidiaries would be 
more informative to shareholders and 
creditors of the parent company than 
would the inclusion of such subsidi- 
aries in the consolidation. For exam- 
ple, separate statements may be re- 
quired for a subsidiary which is a bank 
or an insurance company and may be 
preferable for a finance company 
where the parent and the other sub- 
sidiaries are engaged in manufacturing 
operations. 

4. A difference in fiscal periods of 
a parent and a subsidiary does not of 
itself justify the exclusion of the sub- 
sidiary from consolidation. It ordi- 
narily is feasible for the subsidiary to 
prepare, for consolidation purposes, 
statements for a period which corre- 
sponds with or closely approaches the 
fiscal period of the parent. However, 
where the difference is not more than 
about three months, it usually is ac- 
ceptable to use, for consolidation pur- 
poses, the subsidiary’s statements for 
its fiscal period; when this is done, rec- 
ognition should be given by disclosure 
or otherwise to the effect of interven- 
ing events which materially affect the 
financial position or results of opera- 
tions. 

5. Consolidated statements should 
disclose the consolidation policy which 
is being followed. In most cases this 
can be made apparent by the headings 
or other information in the statements, 
but in other cases a footnote is re- 
quired. 


seein 


CONSOLIDATION PROCEDURE 
GENERALLY 


6. In the preparation of consoli- 
dated statements, intercompany bal- 
ances and transactions should be 
eliminated. This includes intercom- 
pany open account balances, security 
holdings, sales and purchases, interest, 
dividends, etc. As consolidated state- 
ments are based on the assumption 
that they represent the financial posi- 
tion and operating results of a single 
business enterprise, such statements 
should not include gain or loss on 
transactions among the companies in 
the group. Accordingly, any intercom- 
pany profit or loss on assets remaining 
within the group should be eliminated; 
the concept usually applied for this 
purpose is gross profit or loss. (See 
also paragraph 17.) However, in a 
regulated industry where a parent or 
subsidiary manufactures or constructs 
facilities for other companies in the 
consolidated group, the foregoing is 
not intended to require the elimination 
of intercompany profit to the extent 
that such profit is substantially equiv- 
alent to a reasonable return on invest- 
ment ordinarily capitalized in accord- 
ance with the established practice of 
the industry. 


ELIMINATION OF INTERCOMPANY 
INVESTMENTS 


7. Where the cost to the parent of 
the investment in a purchased* sub- 
sidiary exceeds the parent’s equity in 
the subsidiary’s net assets at the date 
of acquisition, as shown by the books 
of the subsidiary, the excess should be 
dealt with in the consolidated balance 
sheet according to its nature. In deter- 
mining the difference, provision should 
be made for specific costs or losses 
which are expected to be incurred in 
the integration of the operations of 


_ “See Accounting Research Bulletin No. 48, Business Combinations, for the difference 
In treatment between a purchase and a pooling of interests. 
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the subsidiary with those of the parent, 
or otherwise as a result of the acquisi- 
tion, if the amount thereof can be rea- 
sonably determined. To the extent 
that the difference is considered to be 
attributable to tangible assets and spe- 
cific intangible assets, such as patents, 
it should be allocated to them. Any 
difference which cannot be so applied 
should be shown among the assets in 
the consolidated balance sheet under 
one or more appropriately descriptive 
captions. When the difference is al- 
located to depreciable or amortizable 
assets, depreciation and amortization 
policies should be such as to absorb 
the excess over the remaining life of 
related assets. For subsequent treat- 
ment of intangibles, see Chapter 5 of 
Accounting Research Bulletin No. 43. 

8. In general, parallel procedures 
should be followed in the reverse type 
of case. Where the cost to the parent 
is less than its equity in the net assets 
of the purchased subsidiary, as shown 
by the books of the subsidiary at the 
date of acquisition, the amount at 
which such net assets are carried in 
the consolidated statements should not 
exceed the parent’s cost. Accordingly, 
to the extent that the difference, deter- 
mined as indicated in paragraph 7, is 
considered to be attributable to specific 
assets, it should be allocated to them, 
with corresponding adjustments of the 
depreciation or amortization. In un- 
usual circumstances there may be a 
remaining difference which it would be 
acceptable to show in a credit account, 
which ordinarily would be taken into 
income in future periods on a reason- 
able and systematic basis. A procedure 
sometimes followed in the past was to 
credit capital surplus with the amount 
of the excess; such a procedure is not 
now considered acceptable. 

9. The earned surplus or deficit of 
a purchased subsidiary at the date of 
acquisition by the parent should not 
be included in consolidated earned 


surplus. 

10. When one company purchases 
two or more blocks of stock of another 
company at various dates and eventu- 
ally obtains control of the other com- 
pany, the date of acquisition (for the 
purpose of preparing consolidated 
statements) depends on the circum- 
stances. If two or more purchases 
are made over a period of time, the 
earned surplus of the subsidiary at ac- 
quisition should generally be deter- 
mined on a step-by-step basis; how- 
ever, if small purchases are made over 
a period of time and then a purchase 
is made which results in control, the 
date of the latest purchase, as a matter 
of convenience, may be considered as 
the date of acquisition. Thus there 
would generally be included in con- 
solidated income for the year in which 
control is obtained the postacquisition 
income for that year, and in consoli- 
dated earned surplus the postacquisi- 
tion income of prior years, attributable 
to each block previously acquired. For 
example, if a 45 percent interest was 
acquired on October 1, 1957 and a 
further 30 percent interest was ac- 
quired on April 1, 1958, it would be 
appropriate to include in consolidated 
income for the year ended December 
31, 1958, 45 percent of the earnings 
of the subsidiary for the three months 
ended March 31, and 75 percent of 
the earnings for the nine months ended 
December 31, and to credit consoli- 
dated earned surplus in 1958 with 45 
percent of the undistributed earnings 
of the subsidiary for the three months 
ended December 31, 1957. 

11. When a subsidiary is purchased 
during the year, there are alternative 
ways of dealing with the results of its 
operations in the consolidated income 
statement. One method, which usually 
is preferable, especially where there 
are several dates of acquisition of 
blocks of shares, is to include the sub- 
sidiary in the consolidation as though 
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it had been acquired at the beginning 
of the year, and to deduct at the bot- 
tom of the consolidated income state- 
ment the preacquisition earnings ap- 
plicable to each block of stock. This 
method presents results which are 
more indicative of the current status 
of the group, and facilitates future 
comparison with subsequent years. 
Another method of prorating income is 
to include in the consolidated state- 
ment only the subsidiary’s revenue and 
expenses subsequent to the date of 
acquisition. 

12. Where the investment in a sub- 
sidiary is disposed of during the year, 
it may be preferable to omit the details 
of operations of the subsidiary from 
the consolidated income statement, 
and to show the equity of the parent 
in the earnings of the subsidiary prior 
to disposal as a separate item in the 
statement. 

13. Shares of the parent held by 
a subsidiary should not be treated as 
outstanding stock in the consolidated 
balance sheet. 

MINORITY INTERESTS 

14. The amount of intercompany 
profit or loss to be eliminated in ac- 
cordance with paragraph 6 is not af- 
fected by the existence of a minority 
interest. The complete elimination of 
the intercompany profit or loss is con- 
sistent with the underlying assumption 
that consolidated statements represent 
the financial position and operating re- 
sults of a single business enterprise. 
The elimination of the intercompany 
profit or loss may be allocated propor- 
tionately between the majority and 
minority interests. 

15. In the unusual case in which 
losses applicable to the minority inter- 
est in a subsidiary exceed the minority 
interest in the equity capital of the 
subsidiary, such excess and any fur- 
ther losses applicable to the minority 
interest should be charged against the 
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majority interest, as there is no obliga- 
tion of the minority interest to make 
good such losses. However, if future 
earnings do materialize, the majority 
interest should be credited to the ex- 
tent of such losses previously absorbed. 


INCOME TAXES 


16. When separate income tax re- 
turns are filed, income taxes usually 
are incurred when earnings of sub- 
sidiaries are transferred to the parent. 
Where it is reasonable to assume that 
a part or all of the undistributed 
earnings of a subsidiary will be trans- 
ferred to the parent in a taxable dis- 
tribution, provision for related income 
taxes should be made on an estimated 
basis at the time the earnings are in- 
cluded in consolidated income, unless 
these taxes are immaterial in amount 
when effect is given, for example, to 
dividend-received deductions or for- 
eign-tax credits. There is no need to 
provide for income tax to the parent 
company in cases where the income 
has been, or there is evidence that it 
will be, permanently invested by the 
subsidiaries, or where the only likely 
distribution would be in the form of 
a tax-free liquidation. 

17. If income taxes have been paid 
on intercompany profits on assets re- 
maining within the group, such taxes 
should be deferred or the intercom- 
pany profits to be eliminated in con- 
solidation should be appropriately re- 
duced. 


STOCK DIVIDENDS OF 
SUBSIDIARIES 


18. Occasionally, subsidiary com- 
panies capitalize earned surplus arising 
since acquisition, by means of a stock 
dividend or otherwise. This does not 
require a transfer to capital surplus 
on consolidation, inasmuch as the re- 
tained earnings in the consolidated fi- 
nancial statements should reflect the 
accumulated earnings of the consoli- 
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dated group not distributed to the 
shareholders of, or capitalized by, the 
parent company. 


UNCONSOLIDATED SUBSIDIARIES IN 
CONSOLIDATED STATEMENTS 


19. There are two methods of deal- 
ing with unconsolidated subsidiaries in 
consolidated statements. Whichever 
method is adopted should be used for 
all unconsolidated subsidiaries, subject 
to appropriate modification in special 
circumstances. The preferable method, 
in the view of the committee, is to 
adjust the investment through income 
currently to take up the share of the 
controlling company or companies in 
the subsidiaries’ net income or net 
loss, except where the subsidiary was 
excluded because of exchange restric- 
tions or other reasons which raise the 
question of whether the increase in 
equity has accrued to the credit of the 
group. (Adjustments of the invest- 
ment would also be made for “special” 
debits or credits shown on the income 
statements of the unconsolidated sub- 
sidiaries below the net income for the 
period, and for similar items shown in 
the schedule of earned surplus.) The 
other method, more commonly used 
at present, is to carry the investment 
at cost, and to take up income as divi- 
dends are received; however, provision 
should be made for any material im- 
pairment of the investment, such as 
through losses sustained by the sub- 
sidiaries, unless it is deemed to be tem- 
porary. When the latter method is 
followed, the consolidated statements 
should disclose, by footnote or other- 
wise, the cost of the investment in the 
unconsolidated subsidiaries, the equity 
of the consolidated group of companies 
in their net assets, the dividends re- 
ceived from them in the current period, 
and the equity of the consolidated 
group in their earnings for the period; 
this information may be given in total 
or by individual subsidiaries or groups 
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of subsidiaries. 

20. Whichever method of dealing 
with unconsolidated subsidiaries is fol- 
lowed, if there is a difference between 
the cost of the investment and the 
equity in net assets at the date of 
acquisition, appropriate recognition 
should be given to the possibility that, 
had the subsidiaries been consolidated, 
part of such difference would have 
been reflected in adjusted depreciation 
or amortization. Also, appropriate 
recognition should be given to the 
necessity for an adjustment for inter- 
company gains or losses on transac- 
tions with unconsolidated subsidiaries. 
If sales are made to unconsolidated 
subsidiaries and the investment in the 
subsidiaries is carried at cost plus the 
equity in undistributed earnings, an 
elimination of unrealized intercompany 
gains and losses should be made to 
the same extent as if the subsidiaries 
were consolidated. The same applies 
where intercompany sales are made by 
the unconsolidated subsidiaries. If, 
however, the investment is carried at 
cost, it is not necessary to eliminate 
the intercompany gain on sales to such 
subsidiaries, if the gain on the sales 
does not exceed the unrecorded equity 
in undistributed earnings of the un- 
consolidated subsidiaries. If such gain 
is material, it should be appropriately 
disclosed. Where the sales are made 
by the unconsolidated subsidiaries to 
companies included in the consolidated 
group, the intercompany gains of 
losses should be eliminated in arriving 
at the amount of the equity in the un- 
distributed earnings of the unconsdli- 
dated subsidiaries which will be dis- 
closed in a footnote or otherwise. 
(See paragraph 19.) 

21. Where the unconsolidated sub- 
sidiaries are, in the aggregate, mate- 
rial in relation to the consolidated fi- 
nancial position or operating results, 
summarized information as to theif 
assets, liabilities and operating results 
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should be given in the footnotes or 
separate statements should be pre- 
sented for such subsidiaries, either in- 
dividually or in groups, as appropriate. 
COMBINED STATEMENTS 

22. To justify the preparation of 
consolidated statements, the controlling 
financial interest should rest directly 
or indirectly in one of the companies 
included in the consolidation. There 
are circumstances, however, where 
combined financial statements (as dis- 
tinguished from consolidated _ state- 
ments) of commonly controlled com- 
panies are likely to be more meaning- 
ful than their separate statements. For 
example, combined financial _ state- 
ments would be useful where one indi- 
vidual owns a controlling interest in 
several corporations which are related 
in their operations. Combined state- 
ments would also be used to present 
the financial position and the results 
of operations of a group of unconsoli- 
dated subsidiaries. They might also 
be used to combine the financial state- 
ments of companies under common 
management. 

23. Where combined statements 
are prepared for a group of related 
companies, such as a group of uncon- 
solidated subsidiaries or a group of 
commonly controlled companies, inter- 
company transactions and profits or 
losses should be eliminated, and if 
there are problems in connection with 
such matters as minority interests, for- 
eign operations, different fiscal periods, 
or income taxes, they should be treated 
in the same manner as in consolidated 
statements. 


PARENT-COMPANY STATEMENTS 


24. In some cases parent-company 
statements may be needed, in addition 
to consolidated statements, to indicate 
adequately the position of bondholders 
and other creditors or preferred stock- 
holders of the parent. Consolidating 


statements, in which one column is 
used for the parent company and other 
columns for particular subsidiaries or 
groups of subsidiaries, often are an 
effective means of presenting the per- 
tinent information. 

The statement entitled “Consoli- 
dated Financial Statements” was unan- 
imously adopted by the twenty one 
members of the committee, of whom 
nine, Messrs. Bedford, Dunn, Graese, 
Graham, Halvorson, Hoyler, Kent, 
Powell, and Werntz, assented with 
qualification. 

Mr. Bedford objects to the provi- 
sion in paragraph 2 that ownership 
of over fifty percent of the outstanding 
voting stock is the general rule govern- 
ing consolidation policy. He believes 
the over fifty percent ownership re- 
quirement is at best only one of sev- 
eral criteria evidencing the existence 
of a consolidated entity. 

Messrs. Graese and Hoyler do not 
agree with the statement made in the 
last sentence of paragraph 8. Mr. 
Graese believes there are cases in 
which the crediting of a capital surplus 
account with the “excess credit” will 
result in a more appropriate presenta- 
tion of consolidated operations and 
financial position, particularly in (but 
not limited to) situations where the 
acquisition of control of the subsidiary 
has been accomplished over an ex- 
tended period of time or where there 
are acquisitions of minority interest at 
a date considerably after obtaining 
control. Mr. Hoyler is of the opinion 
that there have been, and probably 
will be, circumstances under which 
credits to capital surplus of the ex- 
cesses referred to in this paragraph 
will be appropriate. 

Messrs. Halvorson and Werntz ob- 
ject to the relative emphasis given to 
the recommendations in paragraph 10, 
which they believe should be reversed. 
They believe that the date of the pur- 
chase which results in control should 
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generally be considered to be the date 
of acquisition; however, if a limited 
number of purchases are made over a 
period of time pursuant to a plan or 
program which culminates in control, 
they agree that the earned surplus of 
the subsidiary at acquisition may be 
determined on a step-by-step basis. 
Mr. Halvorson disagrees with the 
recommendation in paragraph 18. In 
his view, the usual subsidiary is a 
closely held corporation, and conse- 
quently is under no pressure to declare 
stock dividends and is under no com- 
pulsion to follow the “fair value” 
method of accounting for them if it 
does. If it does capitalize earned sur- 
plus by means of a stock dividend or 
otherwise, particularly “otherwise,” he 
feels that it must have been done with 
a purpose relating to its financial posi- 
tion, at the direction of, and with the 
acquiescence of, the parent company, 
and that the capitalization should carry 
through into the consolidated surplus 
accounts. If the subsidiary is one in 
which there is a publicly held minority 
interest, and a stock dividend is issued 
and accounted for on a fair-value basis 
in the manner of an independent pub- 
licly owned corporation, the account- 
ing for earned surplus in respect of 
the majority interest would be the 
same as that for the minority interest, 
and again he believes that the capitali- 
zation should follow through into the 
consolidated surplus accounts. Mr. 
Powell also disagrees with the conclu- 
sion expressed in this paragraph. He 
believes that if a parent causes a sub- 
sidiary to freeze a part or all of its 
earned surplus through the payment of 
a stock dividend or otherwise, thus 
making such surplus unavailable for 
rdinary dividends, it should follow a 
similar procedure on consolidation. 
Mr. Kent believes the consolidation 
policy section is deficient since it fails 
to restrict the increasing practice of 


not including certain subsidiaries jp 
consolidated financial statements. He 
suggests that the bulletin may possibly 
result in further increasing such prac- 
tice as a consequence of the prefer. 
ence expressed in paragraph 19 for 
the inclusion of the equity in earnings 
of unconsolidated subsidiaries in con- 
solidated statements. It is his belief 
that in the usual situation a full con- 
solidation policy as implied in para- 
graph 1 is generally preferable, sup- 
plemented by such summarized finan- 
cial information, in footnotes or other- 
wise, as may be appropriate. 

Messrs. Dunn and Graham believe 
that the “preferable” method in para- 
graph 19 should be recognized as the 
only acceptable method of dealing with 
unconsolidated subsidiaries in consoli- 
dated statements, and that the method 
which carries the investment in un- 
consolidated subsidiaries at cost, and 
takes up as income only the dividends 
received, should be discontinued as 
rapidly as is practicable. They feel 
that the “preferable” method conforms 
to the purpose of consolidated state- 
ments as set forth in paragraph 1—to 
present the results of operations and 
the financial position essentially as if 
the group were a single company, and 
that its uniform adoption would in- 
crease the comparability of the finan- 
cial statements of different companies, 
and would avoid the possibility of 
manipulation of reported consolidated 
earnings through the control of divi- 
dends received by the parent. 

Mr. Dunn believes that paragraph 
20 should require the elimination of 
intercompany gain on sales to uncon- 
solidated subsidiaries if the failure to 
do so would have a material effect on 
the reported consolidated income, f¢- 
gardless of whether the gain on inter- 
company sales exceeds the unrecorded 
equity in undistributed earnings of the 
unconsolidated subsidiaries. 
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Internal Control for Cycle 


Billing Systems 


By KENNETH P. MAGeEs, CPA, and JAMEs G. CARROLL, CPA 


Since the advent of cycle billing, internal control has been a 
problem to department and specialty stores. Various control 
systems, each with its own peculiar control problems, have 
evolved in the attempt to handle ever-increasing billing volume 
at the lowest possible cost. This article deals with the prob- 
lems involved, the advantages and disadvantages of the control 
systems now in use, and general rules of internal control for 


cycle billing systems. 


In the present economy, accounts re- 
ceivable from customers comprise the 
largest single asset of the department 
or specialty store which offers credit 
facilities. Such accounts, on the aver- 
age, account for about 35 percent of 
total assets and 45 percent of current 
assets. The average gross sales trans- 
action (cash and credit) is about 
$5.00, and is somewhat higher in the 
case of credit transactions alone. 
Typically, stores with credit facilities 
will carry at all times, thousands of 
individual customers’ accounts—rang- 
ing even to as many as one-half mil- 
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participated in the writing of the Standard 
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lion accounts in the case of the largest 
stores. 

Prior to World War II the prevalent 
billing system for customers’ accounts 
was end-of-month billing, which con- 
sisted of the preparation of a state- 
ment for each customer as of the end 
of each calendar month (often as of 
the 25th) using descriptive billing to 
identify the transactions included 
thereon. All statements were mailed 
as of the monthend, with the store’s 
record being a copy of the statement 
in the form of a ledger page, a dupli- 
cate statement, or a microfilm. The 
supporting media were retained by the 
store for reference purposes. Gener- 
ally sub-control accounts were estab- 
lished for each ledger, which covered 
from 500 to 1,000 accounts. Upon 
completion of the month’s posting 
(done on a batch basis of four to six 
days media per batch), the statements 
were mailed, ledger trial balances were 
taken, and differences between trial 
balance details and controls were 
reconciled—to the penny in most 
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cases. Often, the statements were not 
mailed until the reconciliations were 
complete. 

The high cost of doing business has 
prompted stores constantly to seek 
economies in order to maintain shrink- 
ing profit margins. One of these econ- 
omies, which emerged in the early 
forties as the solution to the costly, 
end-of-month accounts receivable bill- 
ing plans, was the cycle system. Over 
the last ten to fifteen years the accept- 
ance of this system has spread to the 
extent that it is used today, in one 
form or another, in almost all except 
the smallest of stores. 

Cycle billing refers to the method 
of maintaining and billing of cus- 
tomers’ accounts receivable, under 
which customers receive statements 
once during each month, showing pur- 
chases, credits, payments and_bal- 
ances, covering a 30-day period. In 
the typical situation, customers’ ac- 
count files are divided into cycles, on 
an alphabetical basis, and each of 
these cycies is billed once during a 
month as of a specified cut-off date. 
The cycle billing dates are staggered 
throughout the month to spread the 
billing load as evenly as possible over 
all the working days of the period. 
These cycle billings include all trans- 
actions affecting the accounts within 
the cycle from the cut-off date in the 
prior month to the current billing date. 

Until this once-a-month billing of a 
cycle has been completed, approxi- 
mately thirty days’ worth of the store’s 
transactions with credit customers 
within that cycle are represented by 
loose pieces of paper in the custom- 
ers’ account files. Since only one cycle 
is billed on any one day, the custom- 
ers’ account files on any given day 
contain pieces of paper supporting an 
average of one-half a month’s worth 
of the store’s transactions with all of 
its credit customers. This situation at 
the accounting monthend, with the 


actual existence of the loose media un- 
proven and to be determined in some 
manner, is the major control problem 
in a cycle billing operation and the 
principal challenge in the establish. 
ment of a sound cycle billing control 
system. 

The existence of the details which 
support control accounts is usually 
established in an accounting system 
by listing all the items and comparing 
the result to a predetermined total 
represented by the general ledger bal- 
ance at monthend or other cut-off date. 
Typical examples of this technique 
are the physical inventory of mer- 
chandise, the count of cash and the 
trial balance of accounts payable. The 
trial balance of accounts receivable as 
developed under the superseded end- 
of-month billing plan also provided 
this type of control. Of the three 
basic types of cycle billing control 
plans in effect today (described here- 
inafter), only the one-control system 
includes an inventory of all the loose, 
unbilled media so as to completely 
tie in to the predetermined total (gen- 
eral ledger balance) at any one date. 
The other cycle billing control systems 
avoid the problem of an inventory of 
unbilled media by some form of eval- 
uation of subsequent billings, which 
attempts to establish at a later date 
that this media actually existed at the 
prior monthend. Each of the systems 
involves risks and it is the responsi- 
bility of management to evaluate the 
risks taken. The cycle billing control 
system chosen must, therefore, be one 
which, with reasonable assurance, will 
produce an accurate evaluation of bill- 
ing results when compared with pre- 
determined figures each month. 

This article concerns itself with the 
cycle billing control systems in com- 
mon use today and will attempt to sel 
forth certain principles which should 
be applied if at least the very mini- 
mum of internal control is to be 
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achieved in such systems. Because of 
the different nature of the procedure 
for maintaining accounts receivable by 
use of punched card equipment, this 
article is limited to a discussion of the 
methods employing the more conven- 
tional bookkeeping machines. 


CYCLE BILLING 
CONTROL SYSTEMS 

Consideration of the control prob- 
lem in cycle billing control systems 
occurs first in the recognition of the 
weakness in the particular control sys- 
tem selected for use. The problem is 
one of time lag. Under the control 
systems in use today, the magnitude of 
the risk is related to the length of time 
before differences between billed de- 
tail and accounts receivable controls 
are determined. Basically, there are 
three distinct types of accounts receiv- 
able cycle billing control systems in 
common use by department and spe- 
cialty stores today, namely, the one- 
control, the cycle-control, and the two- 
control systems. There are two com- 
mon applications of the two-control 
system which will be identified later. 


ONE-CONTROL SYSTEM 


End-of-month control, for the one- 
control system, is established by add- 
ing to the totals of cycles billed during 
the month a physical inventory of the 
unbilled media affecting these cycle 
balances as of the end of the month. 
The total of the cycles billed plus this 
physical inventory should agree with 
the general ledger balance of accounts 
receivable. 

Theoretically, this system provides 
an accurate determination of the bal- 
ance of the accounts receivable detail 
at each monthend. It is the only cycle 
billing control system which does not 
defer to the following period the veri- 
fication of the existence of the un- 
billed media at a given monthend. 
Since the unbilled media are filed by 


customer, as a practical matter the 
taking of a physical inventory of the 
unbilled media as of one cut-off date 
creates a tremendous work load, which 
is magnified when the number of ac- 
tive customers’ accounts is great. The 
margin of human error involved in 
taking the physical inventory in a 
large store is often great enough to 
negate this procedure as a reliable con- 
trol device. This system, therefore, 
has greater appeal to smaller stores 
where these problems are minimized 
to a great extent, and is generally not 
found in operation in the very large 
stores except on an occasional ex- 
perimental basis. 


CYCLE-CONTROL SYSTEM 


This system provides for the main- 
tenance of individual sub-control ac- 
counts for each cycle or billing seg- 
ment, which are to be compared in 
total with the general ledger account. 
The number of cycle sub-controls to 
be maintained is a matter of indi- 
vidual store preference and in practice 
will be found to range from 16, which 
is the most common, to 120 or more. 
The objective of the cycle-control sys- 
tem is to establish controls over small 
segments of the accounts which will 
provide for immediate comparisons 
with the results of the billing of the 
segments, and allow for immediate 
action to be taken to locate and cor- 
rect differences, if any. 

The daily postings to the individual 
cycle controls (and to the master con- 
trol in total) under this system pro- 
vides for the determination of differ- 
ences between billing details and any 
cycle control immediately upon com- 
pletion of the billing of the particular 
cycle. However, inasmuch as billings 
of cycles during the month are stag- 
gered over the entire month, there re- 
mains in the end-of-month control 
balance an average of approximately 
one-half month of transactions which 
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are supported only by the daily en- 
tries to the control accounts. These 
items become part of the comparison 
with the billing results of that cycle 
in the following month. Complete 
control over the unbilled amounts re- 
maining in all cycles at monthend will 
not have been accomplished until 
these items have been included in the 
billing of these cycles in the following 
month. On the other hand, it should 
be noted that under the cycle-control 
system the billing of each cycle can be 
looked upon as a physical inventory 
of all media in the cycle as of the cut- 
off date. 

TWO-CONTROL SYSTEM 

This type of system compares a 
general ledger figure, as of the end of 
the month, with the sum of the billing 
trial balance of all cycles billed during 
the month plus computed detail per- 
taining to all unbilled transactions af- 
fecting those cycles to the end of the 
month. The term “two control” refers 
to the mechanics of the system which 
provides for establishing control of 
the totals of transactions in two parts, 
one of which is the computed unbilled 
portion. 

Within this category, two variations 
of a control system are recognized, 
which, for simplicity of identification, 
may be referred to as (a) the two- 
control system with a pre-billing, daily 
split of media, and (b) the two- 
control system with a post-list split of 
media. Both of these systems are 
methods of control for all cycles in 
total only and the control under the 
post-list system requires an extra thirty 
days to isolate differences. Briefly, 
these systems operate as follows. 

Two-control system with a_ pre- 
billing, daily split of media. This sys- 
tem is sometimes referred to as the 
“billed-unbilled” system. Daily totals 
are split by sales audit between items 
which will be billed and items which 


will not be billed before the monthend 
date, and these totals are posted to the 
accounts receivable control accounts, 
At the end of the month, the billing 
trial balance totals (charges, credits, 
cash, etc.) for all the cycles billed 
during the month are accumulated and 
to these totals are added the balances 
in the unbilled control account. The 
sum of these items should agree with 
the balance in the master control ac- 
count and also with the general ledger. 
In a reconciliation of this type, the 
actual existence of media to support 
the “unbilled” total included in the rec- 
onciliation (which averages approxi- 
mately one-half a month’s media) can- 
not be proved until the end of the next 
month. At this time the billed media 
originating in the subsequent month 
can be subtracted from the total media 
actually billed in the subsequent 
month, to establish the amount of prior 
month media included. 

Two-control system with a post-list 
split of media. The outstanding char- 
acteristic of the post-list system is that 
the control is established after billing 
—using hindsight. There is no attempt 
made, on a day-to-day basis within 
the month, to predetermine what the 
billing results will be. This system 
operates as follows: Each day’s media 
are marked in some manner which 
will identify the month of origin. This 
is usually accomplished by running 
the media through a tickometer. No 
further control is established over the 
media until after they are billed. 

When the billing of a cycle has been 
completed, the statements and media 
are processed through a_post-listing 
operation which splits the media by 
type (cash, credits, charges, etc.) and 
by month of origin (i.e., current month 
or prior month) based on the marking 
previously placed thereon. Corrected 
totals are then entered on a control 
sheet by cycle and by type of media. 
This process is repeated for every 
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cycle billed during the month. 

Since the post-list controls are 
established only on billed balances, 
there remains at the end of each 
month, approximately one-half of the 
current month’s media over which no 
controls have yet been established. 
The control over this media is estab- 
lished by a similar procedure per- 
formed in the next month. Under this 
system, therefore, a comparison of the 
control account balance with the gen- 
eral ledger balance for any given 
month can be made only at the end of 
the subsequent month. 


ADVANTAGES AND DISADVANTAGES 
OF THE SEVERAL SYSTEMS 


As can be seen from the above the 
control problem becomes greater as 
the control system becomes more 
streamlined. The progression from one 
control to cycle control to daily split 
to post list moves the determination 
of differences between details and con- 
trols successively farther from the date 
of billing until, in the case of post 
listing, the differences, in total only, 
are not available until the reconcilia- 
tion date which is approximately 45 
days after the month being reconciled. 

The selection of the accounts re- 
ceivable control system for a store 
must be approached with caution. The 
store volume and number of custom- 
ers’ accounts will be major factors af- 
fecting the choice. In addition, the 
advantages and disadvantages of the 
various control systems must be 
weighed for the systems mentioned 
above may be summarized as follows. 


One-control system—advantages. 


1. This is the only control system 
whereby the existence and the total 
dollar amount of all loose media in the 
customers’ account files are firmly 
established at one date. 

2. This is the only control system 
whereby the total actual difference be- 


tween the details of all the customers’ 
accounts and the general ledger bal- 
ance is known at one date. 

3. This is the only system under 
which accounts receivable sub-control 
accounts are not required. Therefore, 
no clerical activity is required for (a) 
daily posting of control accounts, (b) 
original development of control figures 
by sales audit, etc., and (c) the re- 
cording of transfers for missorts be- 
tween cycles. 

4. The more current status of cus- 
tomers’ account files under this sys- 
tem (due to the absence of delays in 
stuffing caused by entries for transfers, 
adjustments, etc.) provides for quicker 
solution to problems such as adjust- 
ments, look-ups, etc. 


Disadvantages. 

1. The taking of the physical in- 
ventory of loose media in the custom- 
ers’ files creates a tremendous peak 
workload. This system, is, therefore, 
more adaptable to smaller stores 
where the number of accounts is not 
great. 

2. The margin of human error in 
the inventory results may be large 
enough to nullify the effectiveness of 
this procedure as a control device. 


Cycle-control system—advantages. 


1. This is the only system which 
provides individual control over small 
segments of the accounts (cycles) and 
allows a determination of the differ- 
ence between billed detail and ac- 
counts receivable controls to be made 
immediately upon the billing of a 
cycle. 

2. This is the only system under 
which the accounts receivable control 
account balances can be tied-in to the 
general ledger at any date during the 
month. 

Disadvantages. Under this system, 
cycle sub-control accounts must be 
maintained. Clerical activity is, there- 
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fore, required to (a) develop original 
control totals in sales audit, (b) post 
to the control accounts daily, and (c) 
adjust the control accounts for origi- 
nal misclassification of media by cycle. 

Two-control system with a_ pre- 
billing, daily split of media—advan- 
tages. As compared with the cycle- 
control system, there is a substantial 
reduction in the number of control ac- 
counts maintained under this system. 
As a result there is a reduction of 
clerical activity in that (a) fewer con- 
trol totals must be developed each 
day in sales audit, (b) fewer postings 
must be made each day to control ac- 
counts, and (c) not all missorts be- 
tween cycles need be reprocessed and 
recorded as adjustments to the control 
accounts. 

Disadvantages. 

1. Differences are not finally deter- 
mined until the end of the month fol- 
lowing the month of billing (although 
there is a reconciliation at the current 
monthend using the computed figure of 
unbilled media). 

2. Control figures and differences 
are in total only for all cycles. As 
compared with the cycle-control sys- 
tem, differences are much more diffi- 
cult to locate. 

3. Control of any deviation from 
an absolute adherence to cut-off dates 
is impossible under this system. Since 
control totals are developed daily 
based on predetermined cut-off dates 
and are in total for all cycles, errors 
in original determination of control 
figures are impossible to locate after 
the media are stuffed. The billing of 
a cycle as of any date other than the 
fixed cut-off date automatically creates 
a difference between details and con- 
trols which, because it cannot be eval- 
uated, negates the value of the “un- 
billed” control balance at monthend. 

Two-control system with a post-list 
split of media—advantages. 
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1. As compared with the cycle. 
control system and the two-control 
system with a pre-billing, daily split 
of media, only the simplest of control 
records are required to record the 
post-list totals. 

2. As compared with the cycle- 
control system and the two-control 
system with a pre-billing, daily split 
of media, there is an elimination of 
the clerical work involved in (a) de- 
veloping numerous control totals in 
sales audit, (b) posting predetermined 
figures to accounts receivable control 
accounts, and (c) adjusting control 
accounts for missorts between cycles, 

3. This is the only system which 
provides a complete reexamination 
and totaling of each type of media 
billed. 

Disadvantages. 

1. Control totals cannot be devel- 
oped or differences determined until 
the end of the month following the 
month of billing. Since control totals 
under this system are established after 
the billing of each cycle, there is no 
provision for a reconciliation to the 
general ledger at the current month- 
end using computed figures for un- 
billed media, such as is possible under 
the cycie-control system and the two- 
control system with a pre-billing, daily 
split. 

2. Control figures and differences 
are in total only for all cycles. As 
compared with the cycle-control sys- 
tem, differences are much more difli- 
cult to locate. 


THE TRANSFER PROBLEM 


Another control problem of major 
magnitude under cycle billing is the 
handling and recording of transfers of 
amounts from one control account to 
another. As used here, the term 
transfer refers to the correction of an 
original misclassification of media 
either (1) by type of account (regu- 
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lar, budget, instalment), or (2) by 


cycle (missorts). 


TRANSFERS BETWEEN 
TYPES OF ACCOUNT 
The existence of the problem of 
transfer between type of accounts is 
contingent upon the number of sepa- 
rate control and general ledger ac- 
counts maintained by the store. If 
more than one age ledger and con- 
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these requirements for the proper re- 
cording of transfers and automatically 
stuff the media in the correct accounts. 
As a result, differences between con- 
trols and details are created which are 
almost impossible to locate. This 
abuse of the system requirement can 
substantially nullify the effort spent 
on the recording of the other transfers 
which were treated properly. 
TRANSFERS BETWEEN CYCLES 
Misclassifications of media between 
cycles may require an entry in the 
control accounts depending upon the 
timing of the discovery of the error 
and the oat lar system in use. In 
all cases, the media itself may be usec 
to accomplish this transfer. These mis- 
sorts fail into three categories: (1) 
errors discovered at the time of stuff- 
ing, (2) errors discovered at time of 
billing which affect another cycle 
which has not yet been billed, and (3) 
discovered at time of billing 
cycle which has 


rror 
CLiQis 


which affect anothe: 


in the cycle-control system, any 
activity affects the 
cycle-control balance, so all three of 
the above types of transfers must be 
recorded. Under the two-control sys- 
tem with a daily split of media, a 
recorded adjustment must be made 
only if it affects both the billed and 
unbilled accounts. Thus, 
transfers of type (2) above need not 
be recorded since both sides of the 
transfer remain in the billed control. 
Transfers of type (1) above may 
affect both the billed and unbilled con- 
trols and must be recorded if they do. 
ibove will always 


billed to 


between cycles 


control 


( 


items of type (3) 
involve a transfer from the 


sitet hes . tr and »refore 
the unbilled control and therefore 
must be recorded. Since there are no 


cycle controls established before bill- 
ing in either the one-control system or 
the two-control system with a post-list 


split of media, cycle nsfers need 
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not be recorded under these systems. 

The impact of the problem of re- 
cording of cycle transfers, therefore, 
is at its maximum in a cycle-control 
system. It is reduced to about one- 
half under a two-control system with 
a daily split, and is completely elimi- 
nated in the one-control system and 
in the two-control system with post 
listing. However, as noted previously, 
if individual general ledger and con- 
trol accounts are to be properly main- 
tained for each type of receivable, 
transfers between types of accounts 
cannot be avoided under any of the 
systems. Transfers of this kind are 
more numerous by far than those be- 
tween cycles. 

Most stores properly record trans- 
fers between cycles if required by the 
system in use. The recording of trans- 
fers between types of accounts, how- 
ever, is not so universally practiced. 
In some stores, which keep separate 
control accounts in all other respects, 
transfers between types of accounts 
are not recorded and differences be- 
tween details and controls must often 
be judged, (1) in total for all types of 
accounts, or (2) by type of account 
after an arbitrary adjustment of the 
controls for the estimated amount of 
the transfers. In the latter case, the 
adjustment often allows the difference 
to fall to the 30-day account group. 
Procedures such as these substantially 
defeat the purpose for keeping con- 
trols by type of account and com- 
pound the problem of locating 
differences. The keeping of separate 
general ledger and accounts receivable 
control accounts, therefore, appears 
to be a very questionable practice if 
transfers between types of accounts 
are not to be recorded. 

Admittedly, the recording of trans- 
fers is a difficult and a costly aspect 
of an accounts receivable control 
system. It is, however, an essential 
procedure if the system is to func- 
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tion properly and the prescribed de. 
gree of control is to be maintained. 

It is management’s decision as to 
whether a store should keep general 
ledger and control accounts for each 
type of receivable. If one general 
ledger account and one set of controls 
are decided upon, the problem of 
transfers between types of accounts 
is eliminated. If individual general 
ledger and control accounts are de- 
sired, the recording of transfers 
cannot be avoided if the chosen sys- 
tem is to be fully effective. This 
decision should be carefully consid- 
ered. 


MINIMUM STANDARDS 
OF INTERNAL CONTROL 


Within the general framework of 
each of the basic types of cycle billing 
control systems, the effectiveness of 
the internal control will vary widely 
depending upon the specific proce- 
dures adopted by the individual store 
as a part of its system. The follow- 
ing section will indicate some of the 
more important principles of internal 
control for cycle billing which should 
be found as a minimum in all systems. 


CONTROL CLERK AND 
CONTROL RECORDS 


In almost all systems which require 
the keeping of accounts receivable 
control records, this function is the 
full-time responsibility of a person 
designated as the control clerk. It is 
not uncommon to find that in this 
important function of control record 
keeping, the internal control is pat- 
ticularly weak. 

The fundamental principle of inter- 
nal control is segregation of duties 
among employees so that no one per- 
son is in complete control of any im- 
portant part of the business transactions 
and whereby the work of each employee 
is checked by another. Accordingly, the 
control clerk should not independently 
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create any of the figures entered in 
the controls. In addition to the figures 
for basic transactions (charges, credits 
and cash) the control figures for trans- 
fers, adjustments, write-offs, etc. are 
encompassed by this rule. 

There should be a periodic, detailed 
check of the control clerk’s functions 
in order to strengthen the internal 
control and reduce the possibility of 
manipulation of control records. This 
can be accomplished by either of two 
ways: (a) the substitution of another 
qualified control clerk for such dura- 
tion as to allow for a recording and 
reconciliation of the control figures 
by the substitute clerk for at least one 
month each year, or (b) an extensive 
examination by the internal auditor of 
the entries and reconciliation for at 
least one month each year. 

A copy of all control figures sub- 
mitted to the control clerk should be 
retained by the originating depart- 
ment (sales audit or cashier) to pro- 
vide a record for subsequent checking. 

The control clerk should retain 
adequate supporting data for all entries 
in the control records. In most in- 
stances where the figures entered in 
the control accounts will have been 
developed independently by another 
person, this support will consist of 
the form on which the figures were 
submitted. If the control clerk de- 
velops certain control figures, even 
though this practice is not recom- 
mended, the support should consist 
of a copy of the original document or 
a microfilm record of same. Consid- 
eration should be given to the micro- 
filming of missorts (transfers between 
cycles) if entries in the controls are 
required by the control system in use. 

The postings to control accounts 
should be made in ink, or by machine, 
on a daily basis and erasures should 
be prohibited. Corrections should be 
made by crossing out and entering the 
correct hand-posted figures, or by 
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the reversing and re-entry of machine 
figures. 


MEDIA AND PROCESSING 


The orderly billing of charge 
transaction media to the proper cus- 
tomer, without error or loss to the 
store, is the major objective of an 
accounts receivable control system. 
The preparation of charge media and 
their controlled processing through 
the pre-billing operation to the point 
of stuffing is therefore a critical con- 
trol area. 

All media should show the date the 
transaction took place or the date of 
preparation of the document. If vali- 
dation devices (sales registers, win- 
dow posting machines, etc.) have a 
dating feature, steps should be taken 
to see that they print the correct 
dates at all times. However, the most 
important date is the one on 
which media became a part of the 
control, and thus all documents should 
be so dated by the originating depart- 
ment, usually the sales audit depart- 
ment. 

The determination of totals of split 
batches of media by adding all of the 
groups except the largest and deduct- 
ing this figure from the predetermined 
total for all groups to arrive at the 
balance figure for the largest group 
should be permitted only if it is 
certain that adequate physical control 
over the media can be maintained in 
this process. Where a large volume 
of media is involved physical control 
over the media usually is difficult, and 
the adding of both batches often is 
the preferred practice. 

The accounts receivable department 
should verify that the dollar value of 
media received from other depart- 
ments agrees with the figures for such 
media as entered in the control ac- 
counts. This verification may be made 
on a test basis. 

Correction of control differences 
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noted by any department receiving 
media should be approved by the 
originating department. 

The preparation of cash media 
should be done in a manner which 
makes alteration of amounts improba- 
ble; thus, machine validation, or use 
of indelible pencil and _ written 
amounts is important. 

If the two-control system with post 
listing is used, all media should be 
marked in such a way that the iden- 
tity of the month they became part 
of the general ledger balance is clear. 
Color coding, for example, is very 
difficult to identify on microfilm. 


CUSTOMERS ACCOUNT FILES 
AND SECURITY 

Unfortunately the successful stuffing 
of charge media in the proper cus- 
tomer account pocket is not the end of 
the pre-billing problem. Customer 
account files are vulnerable and, as 
experience will support, protection 
against defalcation at this point is 
essential. Security in the customer 
account file area is an often ignored 
and abused aspect of accounts receiva- 
ble control. 

The responsibility for stuffing media 
in the customers’ account pockets 
should be exclusively that of the unit 
operators and officially authorized al- 
ternates. The stuffing of media of any 
kind by persons other than those 
authorized to do so should be pro- 
hibited. All media to be filed should 
be controlled and routed to the unit 
operator through approved processing 
channels. 

Cash and credit media which can- 
not be identified with a customer’s 
account should be recorded in a 
separate record and the details should 
be balanced periodically to the “un- 
identified” control account. These 
separate records (and controls) may 
be spread throughout the cycle files, 
such as one to each cycle or more. 
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The media should be clearly marked 
to prevent unauthorized use. Upon 
completion of tracing activity and the 
writing off of the corresponding bal- 
ances, the media should be cancelled 
or destroyed. Transfers out of the 
“unidentified” accounts to active ac- 
counts should be made only on the 
basis of a form approved by an 
authorized person after careful review, 

Strict security measures over ac- 
counts receivable media and _ the 
accounts receivable file area should 
be in effect to prevent loss from mis- 
placement, deliberate destruction, or 
misapplication of media. Such meas- 
ures include the following: 

1. Customers’ account files should 
be located in a separate room or loca- 
tion, or within some type of enclosure 
which permits access on a basis which 
can be effectively controlled. 

2. Accounts receivable media 
should not be left unprotected during 
non-working hours. All such media 
in all departments (including sales 
audit) should be placed in locked files 
or vaults at night. 

3. Careless waste disposal from 
accounts receivable and related de- 
partments should be avoided. For 
example, the contents of waste re- 


ceptacles should be inspected for 
unbilled media before they are 
emptied. 


4. Access to the accounts receiva- 
ble files should be limited to those 
whose work requires use of the files 
and should be denied to all others. 
Cashiers, sales audit clerks and sales- 
people should be denied access to 
cycle files. (A corollary to this point 
is that accounts receivable personnel 
should not have access to the cash 
office or participate in handling ac- 
counts receivable collections. ) 

5. Media should never be taken 
from the customers’ account files. 
Under properly controlled “out” card 
systems, perhaps it is permissible to 
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allow ledger cards to be taken, but 
media never should be removed. The 
outcard system for ledger cards 
should show the name of the account 
taken, the balance of the account and 
the name and department of the per- 
son taking the account card. 

While employee accounts in gen- 
eral constitute a specific area of great 
exposure, the accounts of employees 
in the accounts receivable, sales audit 
and cashier’s departments comprise 
the most “vulnerable” group. Positive 
steps should be taken to provide ade- 
quate control. Among the methods 
being used are: (a) physical separa- 
tion and separate billing, even on a 
descriptive basis, with frequent almost 
daily postings; (b) distinctively col- 
ored statements, or address _ plate 
coding, with a special review before 
being mailed; and (c) test-checking 
of activity in these accounts, selected 
on a rotating basis. 


THE BILLING OPERATION 


The establishment of accounts 
receivable billed to specific customers 
is the ultimate objective of any ac- 
counts receivable system. The ability 
to identify differences between the 
details so billed and the control ac- 
counts maintained is the aim of the 
control phase of the system. 

Statements should be mailed each 
month for all regular (30-day) and 
revolving credit accounts. If a cycle 
or other billing system is in use for 
installment - type accounts, monthly 
statements also should be mailed on 
this type of account. However, if 
installment accounts are handled on 
a coupon or window posting basis, 
confirmation-type statements should 
be mailed on such accounts at inter- 
vals designed to cover an extensive 
sample thereof each year. The 
“holding” of statements from mailing 
should be approved in some manner, 
such as (a) in the case of temporary 


holds, by notation and initials of the 
person so requesting on the face of 
the statement before microfilming, and 
(b) in the case of permanent holds, 
by the insertion of an approved form 
stuffed in the account pocket before 
billing and microfilming. The neces- 
sity for permanent “holds” should be 
reviewed and challenged periodically. 
The mailing of statements and the 
screening of returned mail (non- 
deliveries) should be done by per- 
sonnel other than those of the 
accounts receivable, credit and cash- 
ier’s departments, usually by the 
mailing department. 

Adherence to predetermined cycle 
cut-off dates is important in an accu- 
rate and orderly cycle billing system. 
Deviations from established cut-off 
dates always create a risk, but the 
risk is greater under some control 
systems than others. In the case of the 
two-control system with a pre-billing 
daily split of media, failure to adhere 
to cut-off dates makes reconciliation 
between billing totals and controls 
extremely difficult. The correction of 
controls depends upon the possibility 
of re-adding the affected media if they 
are still unstuffed. Under the cycle- 
control system, amounts representing 
variations from cut-off dates become 
reconciling items. Under the two- 
control system with post listing, varia- 
tions from cycle cut-off dates do not 
affect reconciliations unless the shift- 
ing of dates results in media from 
three (instead of two) fiscal months 
being included in the billing of any 
cycle. 

Since a monthly comparison of 
billing trial balances and control fig- 
ures by type of transaction (charges, 
credits, cash, etc.) is desirable, the 
billing tape totals for charges, cash, 
credits, etc. should be “clean” totals 
and billing corrections should be made 
in such a manner as to keep the totals 
clean. Therefore, uniform procedures 
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of correction should be used by all 
billers, with the correction of one 
column or register by offset in another 
being avoided if possible. 

Billing machine operators should 
not leave a billing machine un- 
attended in the middle of a run for 
extended periods of time without tak- 
ing steps to see that unauthorized 
entries are not made thereon. Such 
steps could include clearing the ma- 
chine by total or subtotal, or initialing 
the tape at the point of last entry. 

The non-print features commonly 
found on billing machines should be 
made inoperative to prevent the 
manipulation of machine totals. 

If cash media applicable to zero 
balance or credit balance statements 
are not to be mailed to customers, 
they should be extracted and de- 
stroyed under the supervision of the 
accounts receivable or billing super- 
visor. If the procedures provide that 
no cash media on any account are to 
be mailed to customers, all such media 
should be destroyed under proper 
supervision. 

When the billing for a particular 
cycle has been completed, some media 
often remain on hand which, for 
various reasons, were not included in 
the billing. Constant efforts should be 
exerted to keep these “throw-outs” to 
a minimum. Depending upon the par- 
ticular control system in use, throw- 
outs may become reconciling items in 
the comparison of billing balances 
with control account balances. In 
order to provide a proper record to 
support these reconciling amounts, all 
throw-outs should be microfilmed at 
the completion of the billing for the 
cycle. 

The existence of uncancelled cash 
and credit media presents the possi- 
bility of altering such media and re- 
entering into the files to obtain fraudu- 
lent credit. All cash and credit media 
should be cancelled after billing, 
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whether or not they are mailed to 
customers. This can be accomplished 
by the use of an inked wheel on cer. 
tain makes of microfilm equipment, by 
perforation, or by any other effective 
device. 


RECONCILIATION OF BALANCES 


A reconciliation of billing trial bal- 
ances with controls should be made 
as soon as the necessary figures are 
available. Under every control sys- 
tem, the total of the pickups of old 
balances should agree with the total 
of the closing balances of last month, 
tray by tray or cycle by cycle. Under 
the cycle-control system, reconciliation 
should be made as soon as the billing 
of each cycle is completed during the 
month, it being understood that at 
the monthend the master control 
(sum of individual cycle controls) 
should agree with the general ledger. 
Under the two-control system, recon- 
ciliations should be made as soon as 
the last cycle of the month is billed, 
it being recognized that under the 
two-control post-list system this recon- 
ciliation relates to media processed 
for the second preceding month. 

Under the one-control system, this 
reconciliation (inventory) ideally 
should be made once a month. Less 
frequent inventories or trial balances 
increase the store’s risk proportion- 
ately. If the media are photographed 
before being filed, the risk is modified 
somewhat although the reconstruction 
of customers’ accounts from this 
source is difficult and expensive. 

Where applicable, reconciliations 
generally should be made by type of 
transaction (charges, cash, credits) 
especially if the over-all difference be- 
tween billing totals and control figures 
is above a predetermined tolerance. 


MICROFILMING AND 
RECORD RETENTION 


Since transaction media are mailed 
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to customers, all media as well as the 
customers’ statements should be 
microfilmed upon completion of the 
billing. This microfilm record of the 
billed media will be the only record 
of the accounts’ transactions available 
to the store for future reference. Care 
should be taken therefore, to assure 
a microfilm record of high-quality 
darity of focus and an absence of 
overlapped media. 

A permanent record of the actual 
cut-off dates of each cycle should be 
provided. One way of accomplishing 
this is to include as the first item on 
the microfilm record of each cycle a 
form showing the cut-off date for each 
type of media. 

Records relating to accounts re- 
ceivable (including those retained in 
the originating department) should be 
kept for a period of at least 18 months. 
The records retained should include 
the control accounts, all reconcilia- 
tions between details and controls or 
controls and general ledger, billers’ 
trial balance tapes, post-listing tapes, 
daily control totals developed by sales 
audit or cashier, daily summary of 
transfers developed by sales audit or 
transfer clerk, records of cut-off dates, 
approved lists of accounts written off, 
microfilm record of customers’ ac- 
counts and statements, control account 
for unidentified cash and credits, and 
all other records which are an impor- 
tant part of the accounts receivable 
control system. The availability of 
past records is essential if large dif- 
ferences must be investigated. 

In some stores, charge sales pro- 
cedures do not provide for other than 
the original salescheck which should 
become the charge to the customer’s 
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account. Every store should carefully 
evaluate this risk. The magnitude of 
the risk involved in not having an 
extra copy of the salescheck is related 
to the length of time before significant 
differences between billed detail and 
accounts receivable controls are de- 
termined. 

In all situations, accounts cannot 
be reconstructed if saleschecks are 
fraudulently destroyed at any point 
before billing. 


WRITE-OFF AND P&L ACCOUNTS 


Write-off of customers’ accounts 
should be made only on the basis of 
an authorized list or other record 
showing names and amounts, and 
signed by the head of the collection 
department or the credit manager. 
The entry to the control account for 
write-offs should be prepared by the 
credit department and copies should 
be forwarded to the accounts receiva- 
ble control clerk and the general led- 
ger clerk. The routine write-off of 
small balances should be approved in 
total. 

“Active” P&L accounts (i.e., ac- 
counts previously written off on which 
collection activities are in process) 
should be physically segregated and 
a separate memorandum control main- 
tained. A trial balance of these ac- 
counts should be taken periodically 
and balanced to the memorandum 
control account. Statements should be 


- mailed at intervals (once or twice a 


year) to all active P&L accounts, 
including those in the hands of out- 
side collection agencies, or confirma- 
tion of payments (or lack of 
payments) should be mailed on such 
accounts. 
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New York State Tax Forum 


Guest Editor—WiLLIAM ETKIN, CPA 


INTERSTATE INCOME LAW 


On February 24, 1959, the United 
States Supreme Court handed down its 
decision in the companion cases of 
Williams v. Stockham Valves & Fit- 
tings, Inc., and Northwestern States 
Portland Cement Co. Vv. Minnesota 
(358 U. S. 450). The Court held that 
a state may levy a properly appor- 
tioned net income tax upon a foreign 
corporation engaged exclusively in in- 
terstate commerce, provided it is not 
discriminatory and provided that there 
are sufficient local links or ties between 
the taxpayer and the state. Thus, the 
mere solicitation of orders by a non- 
resident salesman was a_ sufficient 
nexus to support subjectivity to a state 
income tax. 

Several of the states, among them 
Idaho, Tennessee and Utah, quickly 
amended their tax structure to reach 
such interstate business. New York tax 
authorities, on the other hand, took the 
position that “it would not burden com- 
panies who do not maintain a physical 
plant in New York with a dispropor- 
tionate tax. Furthermore, we do not 
intend to get involved in a program of 
retaliatory taxes harmful to business 
and the state’s economic growth.” 
(Department of Taxation and Finance 
Release No. 91, June 19, 1959.) 





WILLIAM ETKIN, CPA, a member of our 
Society’s Committee on New York State 
Taxation, was formerly chairman of the 
Committee on Municipal and Local Taxa- 
tion. Mr. Etkin is a member of the firm of 
Clarence Rainess & Co., Certified Public 
Accountants. 
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On September 3, Congress, bowing 
to pressure from businessmen who 
strenuously objected to the implica- 
tion of these decisions, passed the In- 
terstate Income Law. Under this new 
act, mere solicitation in a state by a 
sales representative of a firm without 
an established office is not a sufficient 
nexus or tie so as to render the tirm 
subject to state taxation. Furthermore, 
the law prohibits the future assessment 
by any state of a prior year’s tax based 
on the above decisions after the date 
of enactment of the act. However, 
where assessments had already been 
made for such earlier years, they are 
valid and can be collected by the tax 
authorities in the usual manner. It 
must be borne in mind that only tem- 
porary ground rules have been laid 
down by the passage of this act and 
many issues are still unresolved. In 
fact, July 1, 1962 has been set up as 
an outside date for a report on a study 
of state taxation by both houses of 
Congress. It might be well for tax men 
to consider the stand of our State 
Tax Commission which has, indeed, 
adopted a fair and equitable approach 
to the many problems in this area. 


UNINCORPORATED BUSINESS TAX 


Ordinarily the mere holding, leasing 
or management of real property will 
not amount to an unincorporated busi- 
ness. Thus the State Tax Commission 


Ep. Note: For an interim period, until 
a permanent departmental editor has been 
selected, this department will be conducted 
by guest contributors. 
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has held in Unincorporated Business 
Tax Regulation Article 4, Question 
93-b, that the furnishing of usual serv- 
ices (janitor, elevator, etc.) incident 
to the operation of a 150-tenant apart- 
ment house would not make such op- 
eration an unincorporated business. 
But if one or more apartments are 
leased on a “furnished” basis, the en- 
tire rental income, both for the unfur- 
nished as well as the furnished apart- 
ments, would be subject to the unin- 
corporated business tax. Thus the op- 
eration of a boarding house, hotel or 
apartment hotel would be deemed to 
be an unincorporated business. 

An individual is engaged in the 
manufacturing business which is car- 
ried on in a building owned by him. 
He uses part of the premises and rents 
the remainder of the property to ten- 
ants. The Commissioner has ruled 
that all the rental income was subject 
to the unincorporated business tax 
(Unincorporated Business Tax Regu- 
lation Article 4, Question 23-c). The 
ruling held that the entire income re- 
sults from the use of an asset con- 
nected with the taxpayer’s business 
and is not received solely by reason of 
the holding, leasing or managing of 
real property. It is therefore advisable, 
if possible, to keep real estate activities 
completely separate from other busi- 
Ness activities so as to insulate them 
from this tax. 


MERGER OF REAL ESTATE 
CORPORATIONS 


Upon the merger or consolidation 
of two real estate corporations, the 
corporation terminating its existence is 
Subject to the 2 percent tax on its 
surplus. Included as part of its surplus 
is the unrealized appreciation of its 
assets. When the continuing corpora- 
tion is subsequently liquidated, there 
is another 2 percent tax on its surplus, 
determined in the same fashion as 
above. Thus, any real estate corpora- 
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tion which is merged into another real 
estate corporation, would pay a double 
tax on its surplus before the proceeds 
reach its stockholders (Article 9, Sec- 
tion 182 of Tax Law). In an effort 
to alleviate this inequity, several alter- 
native proposals to amend this section 
of the law have been advanced. They 
are enumerated below in order of the 
writer’s preference: 

1. Upon the merger or consolida- 
tion of two or more real estate corpo- 
rations, the present 2 percent tax on 
surplus should not apply. 

2. If the 2 percent tax continues to 
apply to the corporation or corpora- 
tions which are liquidated or merged, 
the surviving corporation should be 
entitled to a credit, when it liquidates, 
to the extent of the 2 percent tax 
which had been previously paid. 

3. The 2 percent tax should not 
be doubly assessed when more than 
one real estate corporation is liqui- 
dated as part of the same transaction. 
For example, X real estate corporation 
is a wholly owned subsidiary of Y 
real estate corporation. If X is liqui- 
dated into Y and then Y is liquidated, 
or if Y alone is liquidated, the 2 per- 
cent tax on X’s surplus is, in effect, 
paid twice. If the liquidations of both 
such corporations are part of the same 
plan, the 2 percent tax should be pay- 
able only on the actual surplus of Y. 


FILING OF COMBINED REPORTS 


The unwary tax practitioner who, 
after filing a consolidated federal cor- 
porate tax return for a parent corpo- 
ration and one or more subsidiaries, 
now seeks to do the same with the 
New York State Franchise tax return, 
may discover that he has fallen into 
one or more traps from which he is 
unable to extricate himself. The filing 
of a combined franchise tax report is 
not a matter of right but rather is 
permissive. It may, however, be man- 
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datory when required by the State Tax 
Commission. Although only an 80 
percent holding of subsidiary stock is 
sufficient to qualify under federal law, 
there must be a “substantial ownership 
or control of subsidiary stock” (ordi- 
narily 95 percent or more) under Reg- 
ulation 560. Under federal law, the ac- 
quisition of a subsidiary after the start 
of the fiscal year of the parent corpo- 
ration is not a bar to the filing of a 
consolidated return. It is, however, 
the policy of the State Tax Commis- 
sion not to permit the inclusion in a 
combined return of a corporation 
which was not a member of the af- 
filiated group for the entire taxable 
year. 

Another and a very important cri- 
terion used by New York State, is 
whether the various corporations are 
engaged in the same or related lines 
of business. In a recent experience of 
the writer, the parent company was 
merely a holding company while the 
subsidiary companies were carrying on 
active operations. The major part of 
the parent company’s income, namely 
dividends and interest from subsidiary 
capital, were not taxable under the 
provisions of the franchise law. The 
State Tax Commission held that the 
parent company did not properly be- 
long in a combined return with oper- 
ating companies whose income is sub- 
ject to the franchise tax and refused 
to grant permission to file a combined 
report. 

SECRECY OF RETURNS 

Income tax returns on file with the 
State Tax Commission are not open 
to the public, and penalties are pre- 
scribed where their contents are dis- 
closed (Section 384). They are privi- 
leged communications between the tax- 
payer and the state and cannot be 
used as evidence in collateral pro- 
ceedings without his consent. Produc- 


tion of the returns in court can only 
be compelled in a case in which they 
are directly involved. In a recent Sur. 
rogate Court case (Matter of Isabella 
Fowkles, Nassau County Surrogate 
Court, N. Y. Law Journal page 15, 
4/29/59), there was an interesting 
application of this doctrine to the pos- 
sible detriment of the estate of the 
decedent who had originally filed the 
returns. In the proceeding which 
sought to prove the administrator's 
negligence in compromising the de- 
cedent’s income tax liability, the ob- 
jectant sought to subpoena the State 
Tax Commission’s income tax files, 
The introduction of these files, in the 
objectant’s opinion, would substanti- 
ate his charge of negligence on the 
part of the administrator in the com- 
promise of the decedent’s income tax 
liability. 

The State Tax Commission refused 
to produce their tax files, basing their 
objection on Section 384 of the Tax 
Law. Despite the fact that no third 
parties were involved and an unfay- 
orable ruling in the proceedings would 
adversely affect the estate left by the 
decedent (as any amount that the ad- 
ministrator would be — surcharged 
would, of course, tend to increase the 
net estate), the Surrogate upheld the 
stand taken by the State Tax Con- 
mission in its refusal to produce its 
files. The Surrogate based his decision 
on the wording of the statute and its 
indicated legislative determination that 
such returns could not be used in evi- 
dence in an ordinary case and could 
not without the taxpayer’s consent be 
employed for any purpose other than 
that stated in the statute. The Surto- 
gate arrived at his decision even 
though the taxpayer was obviously not 
available to grant his consent and the 
only issue at stake was the amount of 
money that his beneficiaries would 
eventually receive. 
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Accounting at the SEC 


Conducted by Louis H. RAPPAPORT, CPA 


ASSISTANCE TO SOCIETY MEMBERS ON SEC MATTERS 


There has been a_ tremendous 
amount of activity in the securities mar- 
kets—both on the way up and, more 
recently, on the way down. One of 
the characteristics of the current active 
markets is the unusual amount of in- 
terest in securities of relatively small 
companies. The financial pages of our 
newspapers in recent months have 
been liberally sprinkled with advertise- 
ments offering securities of small, rela- 
tively unknown issuers. 


In many cases a particular advertise- 
ment may represent the first offering 
of securities by the company in ques- 
tion and its first exposure to the in- 
vesting public. In many cases, also, 
the company’s accountants may previ- 
ously have had little or no experience 
with the business of selling securities 
to the public through underwriters, or 
with the requirements of the SEC, and 
may have sought answers to certain 
questions. The accountant, for exam- 
ple, may have had a question regard- 
ing his independence in relation to the 
particular client. The accountant may 
have made limited examinations of his 
ciient’s financial statements in the past, 





LOUIS H. RAPPAPORT, CPA, a partner 
in the firm of Lybrand, Ross Bros. & Mont- 
gomery, CPAs, is the author of SEC AC- 
COUNTING PRACTICE AND PROCED- 
URE. 


and found himself with the problem of 
how to put himself in a position where 
he could certify for SEC purposes, 
Very likely some of our readers may 
have found themselves in a similar po- 
sition, and wished that there was some 
place they could turn to for help or 
advice. 

The purpose of this article is to in- 
form members of the New York State 
Society of CPAs who need that kind 
of help that assistance is available to 
them within the Society. The Con- 
mittee on Cooperation with Investment 
Bankers and Security Dealers exists to 
cooperate not only with bankers and 
dealers but also with Society members 
in their relations with bankers, dealers 
and the SEC. All of the members of 
the committee have had considerable 
experience in the field relating to offer- 
ings of securities. They are ready and 
willing to receive questions from So- 
ciety members on any matters relating 
to the public accountant’s job in con- 
nection with the public distribution of 
securities. Among the matters on which 
they will be glad to assist members are 
the following: 

1. The accounting and auditing tt 
quirements of the SEC under all the 
statutes administered by it—particu- 
larly the Securities Act of 1933, and 
the Securities Exchange Act of 1934. 


(Continued on page 837) 
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ACCOUNTING FIRMS AS to sO arrange its partnership agree- 
ASSOCIATIONS FOR TAX BENEFITS ment as to qualify as an association ed 
Many accountants perhaps felt some taxable as a corporation, and whether an 
chagrin as they read of doctors’ asso- has thereby evolved a tax deferred re 
ciations, a form of partnership, that Pension plan. Comments on this sub- re 
succeeded in acquiring corporation tax —‘J¢¢t will be welcome. Pending legisla- tu 
status (cases of Kintner and Southwest ion to provide a form of relief for Va 
Clinic). Thereby the partners were unincorporated businessmen and pro- pa 
enabled to set up a tax deferred pen- weapren appears to be a casualty of se 
sion plan which otherwise they could the drive to balance the federal budget A 
not do. Why didn’t an accounting and its course is uncertain. Even Sub- en 
firm first think up this idea for them- chapter S benefits elude accountants. be 
selves? ; EMPLOYEES’ MILITARY RESERVE Ph 
The Treasury has acknowledged iat es pr 
ca S TRAINING TIME su 
(Rev. Rul. 57-546) that the purpose 
of obtaining pension benefits will not, Numerous questions are received by PI 
by itself, bar the approval of an asso- Our Society’s office inquiring about Fl 
ciation as being eligible for corporate | What is the “right” or “generally pre- 
taxation. Clarification of the issues of — vailing” policy regarding the two weeks 
eligibility has been promised by the spent annually in military training by sg 
Treasury but, concededly, itis a thorny federal reservists. Men who are men- ti 
problem and none has yet been forth- bers of the New York State National " 
coming. Guard are also required to spend a ce 
We would like to know whether fixed period of time annually for train- er 
any accounting firm has undertaken ing purposes. Unquestionably, the to 
number of men involved, and the ag- be 
gregate man-weeks per year, are sub- m 
stantial, and create problems with re- ti 
MAX BLOCK, CPA (N. Y., Pa), is @ spect to the programming of jobs and ke 
former chairman of the Committee on Ad- the salaries involved where staffs are us 
ministration of Accounatant’s Practice of the large. of 
New York State Society of Certified Public Pat bin Is ——— le 
Accountants. He is a lecturer at the Baruch a ae — —* aa th 
School of Business and Public Administra- men not be discriminated agains 
tion of The City College of New York in because of their reserve training time 
the graduate course on Accounting Practice. requirements. The programming prob- fo 
Mr. Block is a member of the firm of — lems therefore must be resolved in the su 
Anchin, Block & Anchin. same practical manner as those raised st 
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by illness, vacation, and other man- 
power emergencies. 

Federal and state laws require that 
men be released, without job penalty, 
for reserve training service. There is 
no requirement that they be paid, pre- 
sumably for the reason that the re- 
servists are paid by the government 
for their time. The federal law re- 
quires that men be given their usual 
vacation allowance, separately from 
the training leave, but there is no re- 
quirement that it be a paid vacation. 

Accounting firm policies undoubt- 
edly vary with respect to the leaves 
and the separate vacations. A small, 
representative group of practitioners 
recently discussed this problem. Vir- 
tually all did no more than allow the 
vacation time, if requested, but without 
pay, nor did they supplement the re- 
serve pay with any firm compensation. 
Apparently there is no evidence of 
employee disappointment, perhaps 
because reserve pay by the govern- 
ment is liberal. Nevertheless there 
probably are some firms who have a 
supplementary compensation policy. 


PHOTOCOPY MACHINES AS 
FIELD EQUIPMENT 


The mechanical age is affecting ac- 
counting practices noticeably, essen- 
tially through new office devices. How- 
ever, a portable photocopy machine 
can save much time and also reduce 
errors in field work. It can be utilized 
to reproduce schedules prepared by 
bookkeepers, copy journal entries, and 
make copies of pages of books, ques- 
tionable vouchers and of other book- 
keeping records. It can be further 
used to reproduce documents, minutes 
of directors and stockholders meetings, 
letters, and various other material of 
this sort. 

It would be most advisable to in- 
form a client of the intended use of 
such a machine. Moreover, adequate 
steps must be taken to guard against 


indiscriminate copying of records, 
some of which might be of a very con- 
fidential nature. Where a client has a 
photocopy machine, it probably could 
be used for casual copying work re- 
quiring little time. However, it would 
be improper to tie up a client’s ma- 
chine for an unreasonable period of 
time. There are portable machines 
available that are sufficiently compact 
and lightweight, and so easy to operate 
as to present no transportation or op- 
erating problem. 


ACCOUNTANTS’ OWN ACCOUNTS 
AND OPERATING PERCENTAGES 


The Practitioners Forum department 
of the June 1959 issue of the Journal of 
Accountancy contains a balance sheet 
and operating data that are of interest 
from two angles. First, the statements 
constitute a chart of accounts that 
could be compared with a practitioner’s 
own chart. Second, the relationships 
of expenses to revenues are also worthy 
of comparison though, obviously, the 
differences in practices must be re- 
conciled. 


DESK-ITIS 


To sit at a desk all day and get up 
from it very infrequently, is not a good 
physical habit. The body requires 
some exercise and movement to retain 
its limberness, aid blood circulation, 
keep muscles from becoming flabby, 
and for other good reasons. It is de- 
sirable that a desk worker walk 
around his office for a few minutes 
several times a day, that he check the 
freshness of the air in his room oc- 
casionally and that he devote even as 
little as one minute, several times a 
day, to flex his fingers, or stretch his 
arms, throw his shoulders back, bend 
over to the floor, or engage in other 
simple forms of exercise. This will 
help keep him awake, alert, and more 
healthy than otherwise. 
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Payroll Tax Notes 


Conducted by SAMUEL S. RESs 


NEW YORK STATE UNEMPLOYMENT 
INSURANCE TAX RATES FOR 1959 


1 
| 


The New York State Division of 
Employment has announced that the 
verage 1959 tax rate assigned to 


2.02 per 


sant 
Ciceilt. 


employers in this state is 
Of the 210,000 employers who quali- 
fied for experience rating the average 
rate this year was 1.87 percent com- 
pared with 1.45 percent for 1958 
32 percent 


‘“e) recent for 19057 « 1 1 
1.62 percent for 1957 and 1. 
for 1956. 


4 


Hy ee PX. page ae SR Pee 
In addition to a detailed tabulation 


of average tax rates by industry classi- 
fication prepared by the Division of 
Employment which may be of interest 
to accountants who wish to compare 
the experience rating of particular 
clients with industry average, the Divi- 
sion has issued the following tabulation 
of average rates by size of taxable 


payroll and broad industry category. 


1959 Rate 

Annual T Payroll (percent) 
a eee $ 5,000 Beat. 
5, | eee 9,999 2.50 
Oo occscesteee 19,999 2.19 
PAO evenectescace 49,999 p 2 a 
50,000 99,999 2.19 
100,000 .... 199,999 2.25 

200,000 .... 999.999 2.0 
1.000.000 9.999.999 j 


10.000 000 





Average for al 
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New York and Massachusetts Bar. He is 
engaged in public practice in his own office 


in hen York City specializing in payroll 





tbor-inanagement matiers. Dr. 
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xation and I: 
tess was formerly a member of the 
asiaiiies on hae York Siate Taxation 
and chairman of its Subcommittee on Un- 


employment Insurance. 
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Mani facturing iaststpasecce caesar 2.01 
Apparel ....... 235 
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Finance, Insurance and real 
PRU iyo saatousceuctoda ning siaedarsats 1.49 
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The source of the above tabulations 
is: New York State Department of 
Labor, Bureau of Research and Statis- 
tics, Division of Employment, Albany, 
N. Y., “New York State Unemploy- 
ment Insurance Tax Rates, 1959.” 


STATE LABOR-MANAGEMENT 


INIPROPER PRACTICES LAW 


A new unit in the New York State 
Department of Labor has been estab- 
lished under the new Labor-Manage- 
ment Improper Practices Law. The 
1959 law provides for disclosure of 
finances by labor and management 
groups. In this connection, employers 
of 10 or more persons in New York 
are required to file reports with the 
Division of Labor and Management 
Practices by December 1, 1959, based 
on the last fiscal year ending on of 
before June 1, 1959. Different report- 
ing forms are required under the law 
from the estimated 70,000 employers, 
5,500 local, national and international 
labor unions, 1,200 listed employer 
trade organizations, and 85 iabor rela- 
tions consultants presently required to 
register with the New York State 
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Labor Department under the new law. 
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reporting requirements are set forth in 


Section 726 of the Act. An annual 
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Federal Taxation 


Decisions and Rulings—RicHARD S. HELSTEIN, CPA 


Commentary 


— Committee on Federal Taxation 


Chairman, HERBERT M. MANDELL, CPA 


DECISIONS AND RULINGS 


NEW LAW AFFECTING TAX 
OPTION CORPORATIONS 


A recent law (P. L. 86-376) has 
amended several sections of the pro- 
visions of the code affecting “tax-op- 
tion” corporations. 

Section 1371(a) provides that in 
order to be classed as a “small busi- 
ness corporation,” the taxpayer can 
have no more than 10 shareholders. 
In TIR No. 113 (see NYCPA, Febru- 
ary 1959, pp. 147-148) the Commis- 
sioner had ruled that for the purpose 
of determining the number of share- 
holders, a husband and wife holding 
stock as community property, joint 
tenants, tenants by the entirety or ten- 
ants in common, shall each be counted 
as a separate shareholder. Congress 
has reversed this by adding subsection 
(c) to Section 1371, which provides 
that such stock shall be treated as 
owned by one shareholder. This 
amendment is effective only for tax- 
able years beginning after January 1, 
1960. 

Another requirement to meet the 
definition of “small business corpora- 


tion” in Section 1371(a) is that the 
taxpayer “is not a member of an 
affiliated group as defined in Section 
1504.” Section 1504(b)(8) listed as 
an exception to corporations includible 
in an affiliated group, “an electing 
small business corporation.” The 
effect of this was that if at the time of 
the election, the stock ownership was 
not such as to qualify the electing cor- 
poration as “‘includible,” shifts in stock 
ownership after the election, resulting 
in 80 percent ownership by a parent 
corporation, would not cause the “tax 
option” corporaticn to be “includible” 
in the affiliated group and thus termi- 
nate its election. 


The new law has changed this by 
deleting subsection (8) from Section 
1504(b). As a result, an electing cor- 
poration will lose its status as a “small 
business corporation” and its election 
shall terminate under Section 1372(e) 
(3) in the year in which it becomes a 
member of an affiliated group, whether 
or not a consolidated return is filed for 
the group. This amendment is effec- 
tive September 24, 1959. 
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Section 1374(b) has been amended 
to permit a deceased shareholder of a 
“tax option” corporation to deduct his 
pro-rata share of any net operating 
loss suffered by the corporation even 
though he dies before the end of the 
corporation’s taxable year. This provi- 
sion reverses Section 1.1374-1(b) (2) 
of the proposed regulations. However, 
it is effective only in cases of share- 
holders dying on or after September 
24, 1959. 


PARENT'S LOSS UPON CONSOLIDATION 
OR MERGER 


It has been well established that 
where a parent corporation is also a 
creditor of its subsidiary, upon liquida- 
tion of the subsidiary the parent is 
entitled to deduct as a bad debt the 
amount by which the debt exceeds the 
fair market value of the assets trans- 
ferred upon liquidation, and to deduct 
as a loss its basis of the subsidiary’s 
stock under Section 165(g) IRC 1954 
(H. G. Hill Stores, Inc. 44 BTA 1182, 
acq. 1942, 2 CB 11; Glenmore Dis- 
tilleries Co. Inc., 47 BTA 213, acq. 
1942-2 CB 8; Iron Fireman Mfg. Co. 
5 TC 452, acq. 1945 CB 4; IT 4109, 
1952-2 CB 138). 

The Commissioner has now ruled 
that the same principle applies in 
cases of consolidations and statutory 
mergers. (Rev. Rul. 59-296, IRB 
1959-37-7.) In such cases, of course, 
there is no tax-free reorganization nor 
non-taxable distribution. Thus the 
subsidiary will realize taxable gain to 
the extent that the fair market value 
of the assets applied against the in- 
debtedness exceeds the adjusted basis 





RICHARD S. HELSTEIN, CPA, has been 
a member of our Society since 1940. He 
is chairman of the Committee on Publica- 
tions and was formerly a member of the 
Committee on Federal Taxation. Mr. Hel- 
stein is associated with J. K. Lasser & Co. 


of the assets in the hands of the 
subsidiary. 


EXTENSION OF TIME TO FILE CLAIMS 
FOR REFUND ARISING FROM 
RENEGOTIATION 


Public Law 86-280, which was 
signed by the President on September 
16, 1959, extends the period of time 
in which to file claims for refund aris- 
ing through the carryback of a net 
operating loss, to the extent that such 
operating loss was caused by renego- 
tiation of government contracts. 

Before the enactment of this amend- 
ment to Section 6511(d)(2)(A), IRC 
1954, a claim for refund based upon 
a net operating loss had to be filed 
within three years after the due date 
of the return for the year of loss 
(ignoring any extensions of time for 
filing). Because of the delay in the 
settlement of renegotiation cases, it 
was found that this provision was too 
restrictive and some taxpayers were 
in the position of having to repay ex- 
cessive profits to the government with- 
out the opportunity of obtaining a 
credit or refund for the concomitant 
decrease in tax liability. 

The new law now provides that 
where the net operating loss is created, 
or increased, by the final determination 
of a renegotiation, the period for filing 
a claim shall be extended to the end of 
the twelfth month following the month 
in which the renegotiation becomes 
final. 

The amount of refund is limited 
only by the amount of the loss arising 
because of the renegotiation settlement. 
Thus, if the net operating loss for a 
taxable year is $5,000 of which $4,000 
is attributable to renegotiation, the 
statute of limitations is extended only 
for the $4,000 portion. The balance 
is subject to the regular limitations. 
However, if the claim were filed within 
two years of a payment of at least 
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$1,000, the entire claim would be 
timely. The portion attributable to the 
renegotiation is not limited by the 
“two year” rule, or any other limita- 
tion rule in Section 6511(b)(2) or 


(C). 


DISTRIBUTIONS IN REDEMPTION 
OF STOCK 

In accordance with the holdings in 
the cases of Joseph R. Holsey et ux 
v. Com., 258 F. 2d 865, and Eden- 
field (19 TC 13 acq., 1953-1 CB 4), 
the Commissioner has ruled that “there 
is no authority affirmatively supporting 
the proposition that a redemption of 
one stockholder’s shares, at fair market 
value, constitutes a dividend to a re- 
maining stockholder.” 

Thus, where two individuals, each 
owning 50 percent of the stock of a 
corporation, had an agreement that 
upon the death of one, the survivor 
would either purchase the decedent’s 
shares or vote them for dissolution of 
the corporation, and where, instead, 
based upon sound business reasons, 
the corporation redeemed the dece- 
dent’s stock at fair market value, there 
was not a payment of a dividend to 
the surviving stockholder (Rev. Rul. 
59-286, IRB 1959-36, 9). 

Note, however, that in Revenue Rul- 
ing 58-614 (1958-2 CB 920) the 
Commissioner cautions that if the stock 


is in reality purchased by the remain. 
ing shareholder, but paid for by the 
corporation, the remaining shareholder 
has received a constructive dividend, 
THE TREASURY EXAMINATION 

The examination which was given 
by the Treasury Department on June 
24, 1959 for public accountants who 
were neither CPAs nor attorneys has 
been published in IRB 1959-35. The 
policy under which this examination 
was given was discussed in the 
NYCPA, January 1959, page 68 and 
February 1959, page 146. It also 
appears in Section 10.3(e) of the 
Regulations on Practice Before the 
Internal Revenue Service. 

The Commissioner announced that 
2,188 persons took the examination 
and 1,264 passed. 

The examination, which was a long 
one, dealt entirely with taxes and the 
tax aspects of accounting. The area 
covered by the examination is a wide 
one and it would appear to be advis- 
able and beneficial for instructors to 
include such material in those aca- 
demic courses having to do with taxes 
and practical accounting. 

Copies of IRB 1959-35, dated 
August 31, 1959, may be obtained 
from the Government Printing Office, 
Washington 25, D. C. for 20 cents 
a copy. 


COMMENTARY 


REFUND CLAIMS— 
1139 oR FORM 843? 


FORM 


Occasionally the accountant is con- 
fronted with the problem as to whether 
it is better for a corporate taxpayer 
who suffered a net operating loss to 
file an Application for Tentative Carry- 
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back Adjustment (‘quickie refund”) 
on Form 1139 (Form 1045 for an 
individual), or a regular Claim for 
Refund on Form 843. With the ad- 
vent of the three-year carryback of net 
operating losses the effect of the stat- 
ute of limitations takes on added 
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importance. 

It frequently happens that following 
the timely filing of a claim for refund 
on Form 843, the examination of the 
claim by the Internal Revenue Service 
is made after the third preceding year 
is outlawed by the statute of limita- 
tions. In this regard, Code Section 
6511 (d) (2) provides that a timely 
claim for refund may be filed within 
38144 months (3912 months in the 
case of an individual) after the close 
of the loss year. If the claim is then 
examined, the Service may review all 
of the facts relating to both the loss 
year as well as the prior profit year 
to determine the adequacy of the re- 
fund claim. However, no net defi- 
ciency could be assessed for the prior 
year. 

On the other hand, Form 1139 must 
be filed not later than 12 months after 
the close of the loss year. Code Sec- 
tion 6411 (a) states that Form 1139 
does not constitute a claim for refund. 
If the third preceding year has been 
barred by the statute of limitations 
and a refund is received resulting from 
the filing of Form 1139, there is no 
authority for the Internal Revenue 
Service to recover through a deficiency 
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Toenra R. Levee, CPA, Touche, Niven, Bailey & 
mart 


WILLARD R, PowELL, CPA, Ernst & Ernst 
LEONARD B. SALWEN, CPA, Anchin, Block & Anchin 
Leo SpaNporF, CPA, Kohleriter & Spandorf 


assessment any part of the refund pre- 
viously received kecause of adjust- 
ments to income in the profit year. 
Code Section 6501 (h) provides au- 
thority for assessing a tax based on 
an adjustment to the net operating 
loss carryback itself, but does not pro- 
vide for assessing a deficiency based 
on adjustments in the year to which 
the net operating loss is carried. 
(Edward G. Lenthesser, 18 TC 1112 
(1952) and Jone P. Bouchey, 19 TC 
1079 (1953).) 


DEDUCTIBILITY OF PRIOR YEAR’S 
STATE TAXES 


In the September 1959 issue this 
department discussed the deductibility 
of prior years’ state taxes, particularly 
in connection with possible prior years’ 
state taxes on multi-state businesses, 
based on the decisions in two recent 
Supreme Court cases (Northwestern 
States Portland Cement Co. Vv. Min- 
nesota, U. S. Sup. Ct. No. 12, Feb- 
ruary 24, 1959, and Commissioner of 
Georgia Vv. Stockham Valves and Fit- 
tings, Inc., U. S. Sup. Ct. No. 33, 
February 24, 1959). 

On September 14, 1959, the Presi- 
dent signed Public Law 86-272 limit- 
ing states’ powers to tax net income 
from the interstate operations of out- 
of-state businesses. This law elimi- 
nates, in many cases, the possibility 
of assessment for prior years’ state 
taxes. However, the principles set 
forth in the previous discussion in this 
department are still valid as evidenced 
by the recent decision in Globe Tool 
and Die Manufacturigg Co., Inc. V. 
Commissioner, 32 TC No. 105 
(August 27, 1959). 

In this case, the taxpayer was ex- 
amined and assessed additional federal 
income taxes based on certain adjust- 
ments. As a result of these adjust- 
ments, the taxpayer became liable for 
additional Massachusetts corporation 
excise taxes for the years under review 
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YOUR CLIENT 
DESERVES 
TO KNOW 


That FIRE can put him out of business 
if his bookkeeping records are destroyed. 

That bookkeeping rec- 
n ords must be kept in a 
ii RATED fireproof safe. 
That he gets FULL 
PROTECTION at HALF 
PRICE when he buys 
a late model ATLAS- 
RECONDITIONED 
safe, factory finished 
and fully guaranteed. 
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Wholesale Prices to Accountants 
WOrth 6-2760 
ATLAS YORK SAFE CORP. 


N.Y.C. BET. VARICK & HUDSON STS. 
O.p SAFES PURCHASED. 


475 CANAL ST., 
TRADE-INS ACCEPTED. 

















It’s simple... 


Ask 
BRANERTON 


Corporation 


MONEY for 


Accounts receivable 
and Chattel Mortgages 





Warehouse and 
Inventory Financing 


e Special Situations 


MUrray Hill 2-2940 


Mr. Lindner 
114 East 40th St. 

















| and it was contended by the taxpayer 


that such taxes should be allowed as 
a deduction in the years to which they 
applied. The Court stated that under 
the laws of Massachusetts the events 
which fix the liability for additional 
tax are a final determination of federal 
net income, a report thereof made to 
the Massachusetts Commissioner of 
Taxation, and an assessment by him 
of any additional excise tax due. Since 
these events did not take place during 
the years in question, the additional 
taxes did not become fixed and are 
not deductible in such years. 


PROCEEDS OF SALE OF RESIDENCE 
REINVESTED IN COOPERATIVE 
APARTMENT 


Section 1034 provides that if a tax- 
payer sells his residence and, within 
a specified time, reinvests the proceeds 
in another residence, any gain on the 
sale of the old residence will be recog- 
nized only to the extent that the ad- 








COMPREHENSIVE 
CPA SCHOOL 


Tell your staff members 
about an_ outstanding 


Review Course for CPA 


“Problems” exam 


Small Classes... 


personal instruction during 
“Busy Season” 


“T’’ Account Approach 
(Made famous by David Levites, CPA) 
Free Tax Course 


Free Theory Review 


154 Nassau St.. New York 38, N.Y. 
MU 2-0326 
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justed sales price of the old residence 
exceeds the taxpayer’s cost of pur- 
chasing the new residence. It is clear 
that where a taxpayer makes this rein- 
vestment in a one-family house, any 
mortgage which is assumed in connec- 
tion with this acquisition is considered 
a part of its cost. 


Tax advisors have not been sure 
whether the Internal Revenue Service 
would grant similar status to a mort- 
gage on the building where the tax- 
payer acquires as his new residence 
stock in a cooperative housing cor- 
poration. The stock itself qualifies, if 
the apartment acquired through it is 
used as the taxpayer’s principal resi- 
dence. (Reg. Sec. 1.1034-1 (c).) 
The regulations further provide that 
the taxpayer’s cost of purchasing the 
new residence includes not only cash 
but also any indebtedness to which 
the property purchased is _ subject, 
“whether or not assumed by the tax- 
payer (including purchase - money 
mortgages, etc.).” The question has 
arisen as to whether in the case of a 
tenant-stockholder in a cooperative, 
the term “indebtedness” would include 
his proportionate share of the cor- 
poration’s mortgage. This point has 
been somewhat obscured because of a 
1922 ruling (I. T. 1469) which held 
that the portion of the tenant-stock- 
holder’s monthly payments used to 
amortize the principal of the mortgage 
should be added to the basis of his 
stock. 


The Internal Revenue Service has 
informally stated that where the tax- 
payer acquires, as his new residence, 
stock in a cooperative apartment, his 
Proportion of the mortgage on the 
building would be includible in deter- 
mining its cost, thus placing a tax- 
payer who reinvests in a cooperative 
apartment on the same footing with 
one who reinvests in a one-family 
house. 


The 
Accountants 


& Auditors 
Agency 


a professional 
employment service 
for accountants— 


by accountants— 


directed by a C. P. A. 


The 
Accountants 


& Auditors 
Agency 


exclusively for 
public accountants 
private accountants 
office managers & 
bookkeepers 


The 
Accountants 


& Auditors 
Agency 


15 east 40th street 


new york 16, n. y. 
murray hill 3-0290 
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DOUBLE DEDUCTION AVAILABLE 
THROUGH CHARITABLE CONTRIBUTIONS 


Substantial tax advantages are avail- 
able to corporate as well as individual 
taxpayers through charitable contribu- 
tions of property. A deduction is per- 
mitted for the full fair market value 
of the property, subject only to the 
regular percentage-of-income limita- 
tions. The excess of the value of the 
property over its tax basis escapes tax. 
Except as noted later, it is immaterial 
that such property may have been 
productive of tax deductions in prior 
years through depreciation, write-off 
of intangible drilling expenses, or 
otherwise. 

Opportunities to secure such deduc- 
tions frequently occur in connection 
with idle or unnecessary corporate 
property, which are often not reflected 
on the books or have a zero or nomi- 
nal basis. Examples include fully 
amortized defense facilities; public or 
community facilities such as streets, 
churches or community houses in 
company-owned mill towns; and works 
of art previously purchased and 
charged off as advertising expense or 
included in old, fully depreciated 
buildings or furnishings accounts. 

Except in the case of property held 
for sale to customers, no offset to the 
contributions deduction is required for 
deductions which may have been taken 
in prior years with respect to the 
property. Revenue Ruling 59-196 so 
ruled in the case of a gift of an un- 
divided interest in oil and gas leases 
with respect to which intangible drill- 
ing and development costs had been 
deducted in prior years. The principle 
is equally applicable to all other types 
of property not held for sale to cus- 
tomers. 

With respect to gifts of goods in 
inventory, however, there must be eli- 
minated from cost of goods sold (1) 


the costs and expenses incurred in 
the year of contribution in producing 
or acquiring the contributed property, 
and/or (2) the value of the property 
in the opening inventory. (Reg. Sec. 
1.170-1(c).) 


REFUND OF NEW YORK STATE INCOME 
TAX DEDUCTED IN PRIOR YEARS 


In the July 1959 issue, this depart- 
ment commented on the federal in- 
come tax consequences of the “pay- 
as-you-go” New York State income 
tax law enacted in March 1959. It 
was pointed out that a taxpayer who 
prepaid his 1958 New York State 
income tax in December 1958 should 
deduct the prepayment on the 1958 
federal income tax return and treat 
the refund as income in the year in 
which it was received. A reader has 
inquired as to whether the refund 
should be treated as an item of ad- 
justed gross income or as a reduction 
of deductions. Of course, if the refund 
were treated as a reduction of deduc- 
tions and the standard deduction were 
claimed in the year of the refund, the 
net effect would be to eliminate the 
refund from taxable income. 


It has been specifically held in 
Revenue Ruling 56-447 that a tax re- 
fund is includible in gross income fot 
the taxable year in which received by 
the taxpayer. The ruling also makes 
it clear that if the standard deduction 
was claimed in the year in which the 
tax was deductible, the recovery is 
excludable from gross income since 
there was no federal income tax bene- 
fit resulting from the payment of the 
State income tax. In other words, the 
use of the standard deduction does 
not constitute a deduction for any of 
the specific items (such as state income 
taxes) which would otherwise be 
deductible in computing the federal 
income tax liability. 
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TALCOTT COOPERATES 
WITH ACCOUNTANTS 


whose clients need additional 
working capital 


ee eee erste eee ee ee ee eee eeene 


When your client's financing needs exceed 
the sources available to him, may we sug- 
gest you call on Talcott. Let us review 
with you how our flexible and constructive 
financing will give your client his require- 
ments and permit him to achieve his full 
potential growth. 





pee as iee EE = 

Talcott's Special Financing ... @ Accounts Receivable (Non-Notification) 

! @ Inventories e Machinery & Equipment e Installment & Lease Sales 
a 


e Factoring (Non-Notification & Notification) 





James Talcott, Inc. 


FOUNDED 1854 


221 FOURTH AVENUE, NEW YORK 3, N.Y. * ORegon 7-3000 


CHICAGO ¢ DETROIT ¢ BOSTON 

















does the (( 


RENT SECURITY 


your clients hold earn 342% per year* ? 
*NEW QUARTERLY DIVIDEND 


Suggest to the Landlords and Real Estate Agents among 

your clients that they use a single Ninth Federal RENT 

SECURITY Trust Account for all the security funds under their 
control. Then RENT SECURITY will ‘‘earn its keep” -+ PLUS! 
The share of each tenant will be insured to $10,000. by the 
Federal Savings & Loan Insurance Corporation. You, individually, 
or on behalf of a corporation (within a $10,000. limitation) 
are always welcome to use our many services. Drop 
in at any office and learn why NINTH FEDERAL 

is really the HOME OF SAVINGS + PLUS. 










eou: 





ve, B hater 
““NINTH FEDERAL SERVICE — ay nomen : 
Resources over $100 Million 
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Classified Section bot 


wa' 
RATES: “Help Wanted’”’ 20¢ a word, minimum $5.00. “Situations Wanted” 10¢ a word, minimum cP 
$2.00. ‘‘Business Opportunities’ 15¢ a word, minimum $3.00. Box number, when used, is two me 
words. Closing date, 10th of month preceding date of issue. hig 
ADDRESS FOR REPLIES: ° ae number, The New York Certified Public Accountant, 355 Lexington cial 
Avenue, New York 17, N. 
tec! 
wo! 
HELP WANTED Tax Accountant, CPA, LLB, 31, experienced Ma 
CPA, minimum of five years diversified wt research, planning, protests, desires per vat 
agai : Md i i aig manent position with tax department of Ra 
public accounting experience, supervisory Boke : 
sens ‘ i =) CPA firm or similar employment in tax Ave 
or principal potential, Southern California, field. Box 1871 
$8,000-$9.000 plus bonus. Box 1884. ‘ . cP 
Per diem, CPA, national and medium firm ind: 
SITUATIONS WANTED experience, good tax background, two or Isla 
three days weekly. Box 1872. met 


Immediately Available, accountants, office 


managers. bookkeepers. Bookkeepers & Ac- Per diem, CPA, Society member, 49 years CP. 


countants Division, Maxwell Employment available up to nine days per month, office cha 
Agency, 130 West 42nd Street, N. Y. C., or outside. Box 1873. con 
telephone LOngacre 4-1740. CPA, certified since 1942 seeks per diem for 
Financial Executive, CPA, law degree, work, 10 days monthly. Box 1874. CP. 
many years diversified experience, public, CPA, tax accountant, LLM taxation, experi- 10 
—. ee es nang ing enced tax — ang protests and ciat 
ional manufz ing ¢c any seven years BSE aia ; g 
& b ’ petitions, available per diem N. Y. C. area. grO\ 
seeks more challenging opportunity, salary Box 1876 
open. Box 1852. ; _.§ CP: 
Accountant/Bookkeeper, female, diversified $7, 
Accountants Reports, expertly typed - experience, including — public accounting, con 
IBM, reteasaee- elapse ow rate, Sauey, wishes part-time position, available up to Pue 
call evenings. Claire Druby, day MU 2-0326 four days weekly, can vary days according PRI 
or evening LE 4-8336. to your work load. Box 1880. pe 
CPA-Attorney, 15 years experience with tax 
top firm, in charge major audit engage- BUSINESS OPPORTUNITIES and 
ments, tax exam and appeals experience, P x . Box 
seeks position leading to partnership. Box Mail and Telephone Service, desk provided 
1853 = for interviewing, $6.50 per month, director CPA 
rn : listing. Modern Business Service, 505 Fifth chas 
CPA, 31. personable, desires responsible Avenue (42nd Street). liber 
position in private accounting with progres- - Pdetos Sie aaa oa 
sive firm, nine years extensive public ac- Practice Wanted, substantial terms, know CPA 
‘ . SEAS e e: , S 
counting experience. Box 1854. rage ype eggs ry yg pi 
CPA, attorney, tax specialist, former reve- MBA. Box 1856. Box 
nue agent and technical adviser, seeks per : 
: : : : J i i / se all 
diem arrangement involving tax research, Well Equipped CPA Firm, will a 16 ¢ 
planning, protests, and audits. Box 1855 or part of the practice of overburdened or floor 
iad SUS, a . Eee eee i: . Kah at: 
Per diem, CPA, law degree, 15 years varied ae oe substantial —_* be sah 
tax and audit background, will travel. Box ractive retirement arrangements Hear 


1867. offered. Box 1857. aie 


. 3 : a . Certified Public Accountants, midtown, prac $60 
CPA, 35, thirteen years diversified public : . . : 

pone ee : : ; tice $125,000 to $150,000, seek merger with Plon 
experience, presently junior partner in small practitioner grossing $75,000 or better. Box 


firm where opportunity and future total 1858 Offic 
zero, seeks challenging position in private j titior 
industry with real opportunity for a good We Act As Your Secretary, mail, telephon BRy. 
man, prefer New York or Nassau area but service, $5.00 per month, mail and messages 

will relocate for the right situation. Box forwarded, private desks and offices avail CPA 
1868. able, convenient to all transportation. Ab MBA 
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BUSINESS OPPORTUNITIES 


bott Service, 147 W. 42nd St., Cor., Broad- 
way. 

CPA, who has adopted electronic machine 
method of posting the G/L that has proved 
highly time saving and effective seeks asso- 
ciation with CPA firm to learn the new 
technique and be available for overflow 
work. Box 1859. 


Mail, telephone, listing, desk space, in pri- 
vate and semi-private new attractive offices. 
Radio City Business Service, Inc., 570 Fifth 
Avenue, New York 36, N. Y., CIrcle 5-3111. 


CPA, N. Y., desires to purchase practice or 
individual accounts in N. Y. C. or Long 
Island, will consider partnership arrange- 
ment. Box 1860. 


CPA Firm, $40,000.00 practice, will pur- 
chase or manage practice, funds available, 
consider merger or any practical association 
for mutual advantage. Box 1861. 


CPA, with small practice, Society member, 
10 years diversified experience, seeks asso- 
ciation with practitioner or firm offering 
growth to partnership status. Box 1862. 


CPA, over 25 years diversified experience, 
$7,500 practice, 50% free time, seeks a 
connection for mutual benefit. Box 1864. 


Puerto Rico CPA, member AICPA, 
PRICPA, broad experience in auditing with 
international firm, familiar with Puerto Rico 
tax exemption program, available for audits 
and special jobs of your Puerto Rico clients. 
Box 1865. 

CPA, established, expanding, desires to pur- 
chase clientele grossing $5,000-$15,000, 
liberal terms. Box 1866. 


CPA, mature, with small practice will pur- 
chase individual accounts or practice, sub- 
stantial cash available. member NYSSCPA. 
Box 1869. 

16 Court Street, Brooklyn, room in upper 
floor of lawyers suite facing harbor, suitable 
for two. Box 1870. 


Heart of Hempstead, private office, 9’ x 16’, 
in fire-resistive building, near everything, 
$60. month includes phone answer. Call 
Ploneer 7-6893. 


Office Space, midtown, suitable single prac- 
litioner, air-conditioned, furnished. Call 
BRyant 9-7827. 


CPA, N. Y., N. J., AICPA, NYSSCPA, 
MBA, age 40, $25,000 practice, can arrange 


70% free time, seeks merger with larger 
practitioner, or partnership interest, sub- 
stantial cash available, and very attractive 
retirement arrangement. Box 1875. 


CPA, $35,000 practice, seeks association 
with CPA with similar practice for mutual 
advantages and merger, have complete 
office. Box 1877. 


CPAs, three, members NYSSCPA, have 
merged their established practices, substan- 
tial cash available to purchase entire prac- 
tice or individual accounts. Box 1878. 


CPA, audit and tax practice, N. Y. C., 
$100,000, seeks merger with CPA having 
similar or smaller practice in order to ob- 
tain mutual advantages. Box 1879. 


CPA, with attractive office in Broadway- 
Chambers Street area wishes to share same 
with another practitioner, $35.00 per month. 
WO 2-0570. 


CPA, AICPA, NYSSCPA, 41, wishes to 
purchase practice of retiring practitioner, 
tactful, personable, experienced. Box 1882. 


CPA, with fully equipped beautiful CPA 
suite, midtown, with gross of $40,000, de- 
sires arrangement with individual practi- 
tioner, men and space to be shared with 
possible arrangement resulting in partner- 
ship. Box 1883. 


Professional Systems Consulting Service, 
available to assist practitioner’s staff in these 
areas: IBM, data processing, production 
control, paperwork simplification, com- 
munications and space utilization. Systems 
Associates, Box 2862, Grand Central Sta- 
tion, New York 17. 


CPA, young, 12 years accounting experi- 
ence, proven ability, personality, tact, seeks 
association with overburdened practitioner 
or One planning retirement. Box 1885. 








Investment 


Information 


42 Broadway 
New York 4, N. Y. 
Digby 4-7140 





JUSTIN JACOBS 
Peter P. McDermott & Co. 
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FULL-PAGE ADVERTISEMENT 


BOOKKEEPERS UNLIMITED AGEN 


THE EMPLOYMENT AGENCY FOR 
BOOKKEEPERS EXCLUSIVELY 


DIRECTED BY A C.P.Ai 


505 FIFTH AVENUE ° N.Y.C. 7 
OXFORD 7-7878) 
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Accident & Sickness Insurance 
Under N. Y. State Society’s Group Plan 


¢ Most C.P.A.s in public practice need Insurance for Loss of Income 
and Medical Expense during periods of disability. 


¢ Up to $100 Weekly Indemnity, $12 Daily Hospital, $300 Surgical 
and $7,500 Major Medical available to qualified members of the N. Y. 
State Society of C.P.A.s at exceptionally favorable cost. 


¢ Hospital, Surgical and Major Medical optional for Dependents. 


© Over 4800 Society members are now insured. For full particulars 
write or phone 


HERBERT L. JAMISON & CO. 


Brokers for Society’s Group Accident & Health Insurance Plan 
270 MADISON AVENUE, NEW YORK 16 : Murray HI 9-1104 








ACCOUNTS RECEIVABLE 


LOANS 
© 
LOWEST RATES 
NON-NOTIFICATION 


Members of Assoc. Commercial Finance 
Companies, Inc. and New York Credit 
and Financial Management Assoc. 


Ser ving 


LA. 4-7661 Morton Jolles Your 
Clients 


SERVICE FACTORS CO. BieeZ® 








450 SEVENTH AVE. NEW YORK, N. Y. 





Directed by a Certified Public Accountant © Placements throughout U.S. and abroad in gy 

companies and giant corporations; in small and national CPA firms ¢ Careful Screening 
Strict adherence to job specifications ¢ Thermo-Fax copies of resumes prepared wh 
requested ¢ Two offices, New York-Queens ¢ Pioneers in accounting placements. 


THE 
ACCOUNTANT- FINDERS 


eeeeeeeeeeee 


RoBert HALF 


PERSONNEL AGENCIES 


180 W. 42 STREET, N. Y.¢. 36 
LOngacre 4-3834 . 


Our files of internal accountants include thousands of persons 
from large and small industry. Our rapid checking system 
permits us to select competent applicants by job-classification 
and by industry specialization. For example: A Controller 
with ad agency experience; A Chief Accountant from a major 
metal products firm; A Bookkeeper with a textile background. 


PUBLIC 
Supervisors 
Seniors 
Semi-Seniors 
Juniors 

Tax Men 
Systems Men 
Stat. Typists 


CORPORATE 
Controllers 
Asst. Controllers 
Office Managers 
Treasurers 

Cost Men 


*, Internal Accountants 


Chief Accountants 
Internal Auditors 
Financial Analysts 
Budget Analysts 
Investment Analysts 
Systems Analysts 
Fiduciary and Trust Acets. 
SEC Specialists 

IBM Specialists 

IDP Specialists 
Consolidation Accts. 
Property Accountants 
Payroll Supervisors 
Accts. Payable Super. ~ 
Accts. Receivable Super 
Govt. Contract Admin. 
Tax Men 

Credit Managers 
Bookkeepers 











